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UNIVERSAL TELEPHONE SERVICE 
PRESERVATION ACT OF 1983 



THURSDAY, JULY 28, 1983 

U.S. Congress, Senate CoMMirrEE on CoBfMERCE, 
Science, and Transportation, and House Committee 
ON Energy and ConofERCE, 

Washington, B.C. 
The committees met, pursuant to notice, at 9 a.m., in room SR- 
325, Russell Senate Office Building, Hon. Bob Packwood (chairman 
of the Senate Committee on Commerce, Science, and Transporta- 
tion) presiding. 

Staff members assigned to these hearings: Ward H. White, senior 
counsel; Christopher D. Corsen, staff counsel; and Thomas W. 
Cohen, minority staff counsel; Senate. Thomas M. Ryan; Timothy 
E. Nulty; and Mark MacCarthy, professional staff members; House. 

OPENING STATEMENT BY CHAIRMAN PACKWOOD 

Chairman Packwood.^ The committee will come to order, please. 

We are starting todav the first of 2 days of joint hearings before 
both Chairman Dingell s and my committee, and it is very unusual 
that we hold joint hearings. We have done it onlv occasionally in 
the past. As I recall, the last time it was on the Marathon Oil situ- 
ation, but this is the first time we have done it in the area of com- 
mimications. 

I hope that evidences to all of the witnesses and others covering 
these hearings the import€mce that Chairman Dingell and I attach 
to these hearings. 

We will follow in the hearings today the normal process we 
follow in the Senate, and that is, apart from the opening state- 
ments, we will go in the order of first-come, first-served, in terms of 
asking questions. So I will start with an opening statement, and 
then call on Chairman Dingell and others who may have them, and 
then we will take the witnesses. 

I will again ask the witnesses to limit their testimonv to 5 min- 
utes. Their entire statements will be in the record, and there will 
be ample time to expand on those statements in questions, because 
I think I can assure all of the witnesses that this will not be a pas- 
sive panel as far as the Members of Congress are concerned. 

My opening statement is simply this, that for the better part of 
200 years, this country has had a policy of attempting to make 
transportation and communications available to everybody in this 



> Senator Packwood presided over the hearing this day. 
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country. We did it in transportation with post roads and waterways 
and rcolrocuis and highways and air travel, and as technolc^y ad- 
vanced, we said there are certain areas of this country that cannot 
afford to pay their own way. But we have never in the past fol- 
lowed a policy of deni£tl to those people of railroads or highways or 
anything else. If we followed that policy today, there would be 
parts of this country that would have no mghways. 

Even with deregulation of the airlines, we have subsidized air 
travel to make sure that at least some small towns which would 
otherwise not be able to afford air travel will get it. 

We have also followed that policy in communications, whether it 
be the telegraph or the telephone. For years and years it has been 
the policy of this Congress, administered by the Federal Communi- 
cations Commission [FXX])], that we would use long-distance charges 
to help defray the cost of rural and residential rates, and that we 
would not require rural and residential users to pay the full cost of 
providing their own telephone service. We thought if we did that, 
there would be many areas of this country that could not afford 
telephone service, and many people within even some areas of the 
country that could afford it who could not afford telephone service. 
So that has been the policy of this country for a long, long time. 

The hearings today on the two bills that we have before us. 
Chairman Dingell and Wirth's bill and mine, are really philosophi- 
cal-type hearings. The differences between the two bills are rela- 
tively minor, and I am confident that those differences can be har- 
monized, but the real issue is philosophy: Should we continue to 
use long distance rates, that is, especially business use of long dis- 
tance, to subsidize rural and residential rates? 

The bills that we have introduced would say yes. There are many 
witnesses today that would say no, and that is a fair philosophical 
disagreement. But I would encourage the witnesses to address 
themselves to the philosophy, and to the extent that they agree 
with our philosophy but may not like one or another of the parte of 
the bill, they are welcome to comment on that, but I think the real 
issue is philosophical. 

Last, I would say that just a few weeks ago we had a long debate 
in the Senate on cable legislation, S. 66. That bill has passed the 
Senate. It is now residing in the House. One of the issues that was 
raised by the phone companies, especially the Bell System compa- 
nies, during that time was whether or not cable companies would 
be allowed to carry data on an unregulated basis.. 

The phone companies at the moment are regulated when they 
carrv data and cable is not. The phone companies argued for a 
level playing field, but that is either here nor there in terms of this 
legislation right now. But one of the argumente they raised, and I 
can quote from almost all of the local Bell affiliates in many of the 
statemente made by the supporters of an amendment on the floor 
of the Senate, where the phone companies were very, very solici- 
tous of residential and rural rates, was that they indicated that if a 
cable bill passed the Senate as it came out of the Commerce Com- 
mittee, it would do damage to those rural and residential rates. 

Well, ladies and gentlemen, the total local revenue of the Bell 
operating companies that they now obtain from data transmission 
is about 1 percent of their total local revenues, give or take a quar- 
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ter of a percent or half a percent — it varies from company to com- 
pany. One percent of their total local revenues, and of all of the 
data transmitted, bearing in mind that only 1 percent of it, only 1 
percent of their local revenues is data, of all the data transmitted, 
well over 90 percent of it is transmitted by Bell an5rway. 

So, had the phone companies won their amendment, the amount 
of revenue that would have been available to subsidize rural and 
residential rates was miniscule. Today we are faced with a change 
in policy by the Federal Communications Commission that is sig- 
nificant and substantial. 

As far as the subsidy of residential and rural rates are con- 
cerned, I will be very interested particularly in the testimony from 
the Bell affiliates as to how they could express such extraordinary 
concern about rural and residential rates when we were consider- 
ing the cable bill, when the amount of moneys involved would have 
made no difference in terms of the subsidy. I will also be interested 
in how they can be very concerned at that time about rural and 
residential rates, and as I read their testimony, seem to be less con- 
cerned on this occasion about a very, very major change that will 
affect rural and residential rates. 

Chairman Dingell. 

OPENING STATEMENT BY CHAIRMAN DINGELL 

Chairman Dingell. Mr. Chairman, I thank you for your hospital- 
ity, and 1 want to express for myself and my colleagues from the 
House our thanks for your hospitality and for presiding over these 
joint hearings. 

I would also like to say that we from the House are very proud 
to see the speedy, expeditious and capable fashion in which you are 
moving forward on the two bills that we and our colleagues, includ- 
ing my good friend, Timothy Wirth, the chairman of the subcom- 
mittee, have cosponsored today. 

The bills are different in just one area, length. Your bill is 
shorter, which I suspect might indicate a better job of draftsman- 
ship. However, Mr. Chairman, there is no difference in basic philos- 
ophy. 

If there is any difference between you and I on this matter, it is 
simply that I do not think there is a subsidy from the long distance 
subscribers to the local service subscribers. I believe that a wise 
counting system simply assigns uses to encourage the best function- 
ing of the system, and in my view, the best functioning of the 
system is achieved by universal service, by service available to the 
largest number of people, because that confers a startling and an 
important benefit upon the whole of the society. 

It is with considerable distress that I have observed recent at- 
tempts to essentially dismantle universal service and confer differ- 
ent advantages on different persons. The consequences of this will 
significantly diminish universal service and significantly impair 
the rights and the opportunities of disadvantaged American citi- 
zens to this great communications system that we have built over 
the years. 

I believe, as you do, Mr. Chairman, that this scenario is very bad. 
I believe our bills are philosophically identical. In minor particu- 
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lars, they differ. I am satisfied that those minor differences can be 
fully corrected, and that we can move forward and deal with the 
question expeditiously. 

Yesterday, the FCC began to recognize the political circum- 
stances which have impelled the broad political and economic in- 
terest in the consequences of the AT&T divestiture and actions 
that the FCC has taken. Those actions, desirable though they 
might appear, are grossly inadequate in light of all of the circum- 
stances. The time limits which remain for the Congress to act upon 
this matter make it obvious as to why you, Mr. Chairman, are 
moving forward with this legislation with my good friend, Tim 
Wirth, myself and our colleagues in the House, Mr. Wyden and Mr. 
Gore, who have joined in sponsorship of this bill. 

We strongly believe the matter must be addressed. I would point 
out that the rarity of two committees of the different bodies meet- 
ing together to move legislation forward should indicate to all who 
know Senator Packwood, myself and Chairman Wirth that we are 
determined that this matter shall move quickly. We are deter- 
mined that the goals S. 1660, cosponsored by yourself and many of 
your distinguished colleagues in the Senate, and of H.R. 3621, co- 
sponsored by a number of us in the House, shall move rapidly 
toward enactment and signature by the President to address the 
severe problems and injustices with regard to telecommunications. 

Mr. Chairman, I thank you. 

Chairman Packwood. Mr. Chairman, thank you. 

[The bills follow:] 
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98th congress 
1st Session 



S. 1660 

Relating to the preservation of universal telephone service. 



IN THE SENATE OF THE UNITED STATES 

July 21 Oegislative day, July 18), 1983 
Mr. Packwood (for himself, Mr. Goldwatbb, Mr. Danpoeth, Mrs. Kasse- 
BAUM, Mr. Peesslee, Mr. Stevens, Mr. Teible, Mr. Abdnob, Mr. An- 
DEEWS, Mr. BoscHWiTZ, Mr. Chafee, Mr. Cochban, Mr. Cohen, Mr. 
Denton, Mr. Dole, Mr. Domenici, Mr. Dubenbebgeb, Mr. Gbassley, 
Mr. Hatch, Mr. Hatfield, Mr. Hecht, Mr. Heinz, Mr. Jepsen, Mr. 
Laxalt, Mr. MgClube, Mr. Roth, Mr. Simpson, Mr. Specteb, Mr. 
Stappobd, Mr. Wallop, and Mr. Wabneb) introduced the following bill; 
which was read twice and referred to the Committee on Commerce, Science, 
and Transportation 



A BILL 

Relating to the preservation of universal telephone service. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 That this Act may be cited as the "Universal Telephone 

4 Service Preservation Act of 1983". 

5 POLICY 

6 Sec. 2. For the purpose of making available, so far as 

7 possible, to all the people of the United States, rapid, effi- 

8 cient, nationwide, and worldwide telecommunications serv- 
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1 ices with adequate facilities at reasonable charges; for the 

2 purpose of providing universal basic telephone service at rea- 

3 sonable charges to rural and residential basic telephone cus- 

4 tomers; for the purpose of assuring that all providers of tele- 

5 communications services bear an equitable share of the costs 

6 of providing universal basic telephone service; for the purpose 

7 of encouraging continuing improvements in telecommunica- 

8 tions technologies and service in all areas of the United 

9 States; and for the purpose of promoting safety of life and 

10 property through the use of teleconmiunications. 

11 "exchange access 

12 Sec. 3. Section 221 of the Communications Act of 1934 

13 is amended by adding at the end thereof the following new 

14 subsection: 

15 ''(e) The Commission shall establish a system of ex- 

16 change access charges in order to — 

17 "(1) achieve equal treatment among all inter- 

18 LATA carriers and other customers using the services 

19 of exchange companies through direct or indirect con- 

20 nection; 

21 ''(2) assure that payments and assignments of 

22 costs relating to exchange access are carried out in a 

23 manner which is open to public examination and which 

24 ensures accountability to the public; 
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1 "(3) achieve flexibility in accommodating changes 

2 in market conditions and technology; 

3 ''(4) establish incentives for efficient investment 

4 decisions and technological choices; and 

5 "(5) ensure that exchange carriers are compensat- 

6 ed for their costs of providing exchange access/'. 

7 UNIVERSAL SEBVIGE COSTS; DEFINITIONS 

8 Sec. 4. Section 201 of the Communications Act of 1934 

9 is amended by adding at the end thereof the following new 

10 subsections: 

11 ''(c)(1) The joint board established pursuant to section 

12 410(d) of this Act shall establish a universal service charge 

13 schedule to insure that basic telephone service will be availa- 

14 ble at reasonable rates throughout the United States. Such 

15 schedule shall take effect on January 1, 1986, or on the date 

16 of the termination of the current subscriber plant factor com- 

17 pensation arrangement, whichever first occurs. Such schedule 

18 shall designate universal service costs to be allocated to the 

19 Federal jurisdiction and provide for their collection by means 

20 of a universal service charge that is payable by any inter- 

21 LATA carrier or any provider of interLATA services or pri- 

22 vate system that connects directly or indirectly to any ex- 

23 change carrier or any local exchange switched network used 

24 to provide basic telephone service. 
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1 "(2) Each exchange company that qualifies for pay- 

2 ments shall be entitled to receive 90 per centum of its reason- 

3 ably incurred universal service costs, which are directly relat- 

4 ed to the efficient and economic provision of such service. 

5 "(3) For purposes of this title, imiversal service costs 

6 shall consist of an exchange company's costs for basic intra- 

7 LATA telephone service to any points within a LATA which 

8 exceed 110 per centum of the average cost of providing com- 

9 parable basic intraLATA telephone service throughout the 

10 United States. 

11 ''(d) Notwithstanding the provisions of subsection (c), 

12 any company which qualifies for pajnnents under this section 

13 and whose costs for basic intraLATA telephone service to 

14 any points exceed 250 per centum of the average cost of 

15 providing comparable basic intraLATA telephone service 

16 throughout the United States shall be entitled to receive 100 

17 per centum of its reasonably incurred universal service costs 

18 over 250 per centum of the national average. 

19 "(e) For purposes of this section, the term — 

20 "(1) 'basic telephone service' shall mean residen- 

21 tial voice-grade communications provided to the gener- 

22 al public on a universal basis over the public switched 

23 telephone network for use by natural persons to com- 

24 municate with each other by voice; 
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1 "(2) 'basic intraLATA telephone service' shall 

2 mean that portion of basic telephone service provided 

3 within a local access and transport area (LATA) as 

4 that term was described in the plan of reorganization 

5 filed on December 16, 1982, in the United States Dis- 

6 triet Court for the District of Columbia, in civil action 

7 No. 82-0192, and as approved by such court, includ- 

8 ing access to such service. Such term shall include 

9 service between independent telephone companies that 

10 are associated with Bell Operating Company LATA's 

11 and service within an independent telephone company 

12 service area which is the equivalent of a LATA; and 

13 "(3) 'exchange company' shall mean a company 

14 that offers basic telephone service and other services 

15 within one or more service areas recognized by any 

16 State regulatory commission. 

17 "(f) On and after the date of the enactment of this sub- 

18 section, no interstate nontraffic sensitive costs shall be recov- 

19 ered from end users.". 

20 JUEISDICTION 

21 Sec. 5. (a) Section 2(a) of the Communications Act of 

22 1934 is amended by inserting immediately after "interstate" 

23 the first place where it occurs, a comma and "interLATA". 

24 (b) Section 2(b)(1) of the Communications Act of 1934 

25 is amended by deleting "intrastate communication service" 
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1 and inserting in lieu thereof ''exchange communications serv- 

2 ice". 

3 (c) Sections 2(b) (2) and (3) of the Communications Act 

4 of 1934 are each amended by inserting immediately after "in- 

5 terstate" a comma and ''interLATA". 

6 (d) Section 221 of the Communications Act of 1934 is 

7 amended by adding at the end thereof the following new sub- 

8 sections: 

9 ''(f) In order to achieve consistency and uniformity of 

10 policy in regard to interstate and intrastate access charges, 

11 the Commission may assert jurisdiction over all nontraffic 

12 sensitive subscriber loop costs to the Federal jurisdiction. 

13 "(g) The Conunission may, by rule, delegate to a State 

14 conunission some or all of the Commission's authority under 

15 this title with respect to (1) intrastate interLATA toll serv- 

16 ice, and (2) access charges for the interconnection of ex- 

17 change communications service with interstate or intrastate 

18 interLATA toll service upon a finding that such delegation 

19 would promote the purposes of this Act. 

20 "(h) The joint board established pursuant to section 

21 410(d) of this Act shall establish guidelines consistent with 

22 the purposes of this Act which shall bind a State commission 

23 in its exercise of any authority delegated to it under this sec- 

24 tion. 

25 "(i) For purposes of this section, the term — 
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1 "(1) 'nontraffic aensitive' shall have such meaning 

2 as shall be prescribed by the Universal Telephone 

3 Service Joint Board established pursuant to section 

4 410(d) of the Communications Act of 1934; and 

5 ''(2) 'subscriber loop' means a path for communi- 

6 cation between a subscriber's access point, excluding 

7 inside wire, and the exchange company's central 

8 switch, furnished expressly for the use of one subscrib- 

9 er, and m such a manner as the exchange company 

10 elects, either by wire, radio, fiber optics, or a combina- 

11 tion thereof.". 

12 UNIVERSAL TELEPHONE SERVICE JOINT BOARD 

13 Sec. 6. (a) Section 410 of the Communications Act of 

14 1934 is amended by adding the following new subsection at 

15 the end thereof: 

16 "(d) The Commission shall establish a joint board which 

17 shall be known as the 'Universal Telephone Service Joint 

18 Board'. Such Board shall be composed of five commissioners 

19 of the Commission and of four commissioners nominated by 

20 the national organization of the State commissions (referred 

21 to in subsection (c)), and approved by the Commission. The 

22 chairman of the Commission, or another commissioner desig- 

23 nated by the Conunission, shall serve as chairman of such 

24 Board. The Commission shall refer any matter relating to 

25 section 201(c) and subsections (e), (f), and (g) of section 221 
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1 to the Board established by this subsection. Any decision of 

2 such Board arising out of or in connection with such matter 

3 so referred shall be adopted by the Commission as a final 

4 decision. For the purpose of acting on any such matter, such 

5 Board shall have all the jurisdiction and power of a board 

6 established pursuant to subsection (a) of this section. 

7 "(e) Whoever, with the intent to deprive any exchange 

8 company of any revenue to which it is otherwise entitled in 

9 connection with access charges, transmits telecommimica- 

10 tions in a manner so as to avoid accessing a local exchange 

11 for the purpose of avoiding the payment of such charges shall 

12 be fined not more than $100,000.". 

13 (b)(1) Section 410(a) of the Gommimications Act of 

14 1934 is amended by inserting "and subsection (d) of this sec- 

15 tion" after "409". 

16 (2) Section 410(c) of such Act is amended by inserting 

17 "and subsection (d) of this section" after "409". 

18 BASIC TELEPHONE LIFELINE SERVICE 

19 Sec. 7. The Federal Communications Commission and 

20 each State regulatory authority shall take action to ensure 

21 that natural persons within the jurisdiction of such authority 

22 have access to basic telephone lifeline service which shall be 

23 the minimum capability necessary for basic telephone service. 
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1 DEFINITION 

2 Sec. 8. As used in this Act, the term ''telecommimica- 

3 tions" means the transmission, between or among points 

4 specified by the user, of information of the user's choosing, 

5 without change in the form or content of the information, by 

6 means of electromagnetic impulses (including impulses of 

7 light), with or without benefit of any closed transmission 

8 medium, including all instrumentalities, facilities, apparatus, 

9 and services (including the collection, storage, forwarding, 

10 switching, and delivery of such information) essential to such 

11 transmission. 
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98th congress 
1st Session 



H.R.3621 



To amend the Communications Act of 1934 to assure universal telephone service 
within the United States, and for other purposes. 



IN THE HOUSE OF REPRESENTATIVES 

July 21, 1983 
Mr. WiETH (for himself, Mr. Dinoell, Mr. Swift, Mr. Wyden, and Mr. Goee) 
introduced the following bill; which was referred to the Committee on 
Energy and Commerce 



A BILL 

To amend the Communications Act of 1934 to assure universal 
telephone service within the United States, and for other 
purposes. 

1 Be it enacted by the Senate and House of Representor 

2 tives of the United States of America in Congress assembled, 

3 SHORT title; table of contents 

4 Section 1. (a) This Act may be cited as the "Universal 

5 Telephone Service Preservation Act of 1983". 

6 (b) The table of contents for this Act is as follows: 

TABLE OF contents 

Sec. 1. Short title; table of contents. 

Sec. 2. Statement of findings and purposes. 

Sec. 3. Definitions. 

Sec. 4. Access charges. 

Sec. 5. Universal Service Fund. 
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Sec. 6. Universal Service Board. 

Sec. 7. Depreciation. 

Sec. 8. Interezchange tariffs. 

Sec. 9. Provider of Ust resort. 

Sec. 10. Lifeline telephone service. 

Sec. 11. Prohibition against cross subsidy. 

Sec. 12. Effective date. 

1 STATEMENT OF FINDINGS AND PURPOSES 

2 Sec. 2. (a) The Congress finds that — 

3 (1) the fifty-year effort to bring affordable and uni- 

4 versally available telephone service to the public has 

5 served the Nation well; 

6 (2) universal telephone service has contributed to 

7 the Nation's economic, social, and political integration 

8 and development; 

9 (3) the public benefits from universal telephone 

10 service because each telephone subscriber receives a 

11 more valuable service when virtually anyone else in 

12 the country can be called; 

13 (4) significant rate increases will threaten univer- 

14 sal service by forcing many Americans, especially the 

15 poor, the elderly, the handicapped, and those living in 

16 high-cost urban and rural areas, to discontinue their 

17 telephone service; and 

18 (5) the national interest demands telephone serv- 

19 ice that continues to be imiversally available at afford- 

20 able rates. 

21 (b) The purposes of this Act are — 
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1 (1) to assure the availabUity to all the people of 

2 the United States, affordable, reliable, efficient commu- 

3 nication services which are essential to full participa- 

4 tion in the Nation's economic, political, and social life; 

5 (2) to assure that the costs of maintaining such 

6 availabUity of services are equitably allocated among 

7 all users and providers of commimication services who 

8 benefit from the availability of such services; 

9 (3) to assure that the States have sufficient regu- 

10 latory authority to maintain universally available and 

11 affordable telephone service; and 

12 (4) to assure that the economy, general welfare, 

13 and national security of the United States wiU benefit 

14 from continuing improvements in telecommunications 

15 technology and the continued development of a com- 

16 petitive telecommunications industry. 

17 DEFINITIONS 

18 Sec. 3. Section 3 of the Communications Act of 1934 is 

19 amended by adding at the end thereof the following: 

20 "(hh) 'Exchange access' means the provision of facili- 

21 ties, services, or other related functions by an exchange 

22 common carrier, to an interexchange carrier or other person 

23 providing interexchange service, for the origination or termi- 

24 nation of interexchange communication, and includes the use 

25 of the subscriber loop. . 
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1 ''(ii) 'Direct interconnectioii' means the provision of ex- 

2 change access through facilities specifically designated for 

3 such purpose by the exchange carrier involved. 

4 ''(jj) 'Indirect interconnection' means the obtaining of 

5 exchange access from an exchange carrier by any means 

6 other than direct connection. 

7 "(kk) 'Exchange area' means the area within which 

8 telephone exchange service is provided, except that (i) an ex- 

9 change area may not include an entire State, and (ii) an ex- 

10 change area that includes any part or all of any standard 

11 metropolitan statistical area may not include any substantial 

12 part of any other standard metropolitan statistical area. 

13 "(11) 'Exchange carrier' and 'exchange common carrier' 

14 mean a carrier authorized by the State commission to provide 

15 telephone exchange service on a universal basis. 

16 "(mm) 'Interexchange carrier' means a carrier that pro- 

17 vides interexchange service. 

18 "(nn) 'Interexchange service' means communication 

19 services provided among points in more than one exchange 

20 area.". 

21 ACCESS CHABOES 

22 Sec. 4. (a) Effective on the date of the enactment of this 

23 Act, the decision and orders of the Federal Communications 

24 Commission in C.C. docket numbered 78-72 (adopted De- 

25 cember 22, 1982) shall cease to have effect. On and after 
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1 such date of enactment and prior to the effective date of the 

2 system of access charges established mider the amendment 

3 made by subsection (b), the applicable rules and procedures in 

4 effect immediately prior to the effective date of such decision 

5 and order shall apply. 

6 (b) Section 221 of the Communications Act of 1934 is 

7 amended by adding at the end thereof the following new sub- 

8 section: 

9 "(e)(1) The Commission shall establish a system of 

10 charges to compensate exchange common carriers for ex- 

11 change access, and to reform the system of settlements and 

12 jurisdictional separation of property and expenses in force on 

13 the date of the enactment of this subsection. The purposes of 

14 such system of charges shall be — 

15 ''(A) to compensate exchange common carriers for 

16 all costs associated with providing or making available 

17 exchange access; 

18 "(B) to achieve equitable treatment of all interex- 

19 change carriers and other persons who benefit from the 

20 services and facilities of each exchange common carrier 

21 through direct or indirect interconnection for exchange 

22 access, and to prevent any contributions between ex- 

23 change services or functions and interexchange services 

24 or functions of such carriers, except as provided in this 

25 section and section 225; 
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1 ''(C) to ensure the continued universal availability 

2 of communications service provided by exchange 

3 common carriers at reasonable and affordable, charges; 

4 "(D) to assure that payments and assignments of 

5 costs relating to exchange access are carried out in a 

6 manner which ensures accountability and is open to 

7 public examination; and 

8 "(E) to encourage efficient investment decisions 

9 and technological development. 

10 ''(2KA) The system established under paragraph (1) 

11 shall provide that an exchange common carrier shall file to 

12 the Commission a tariff for exchange access for each of its 

13 exchange areas, including each service, facility, and any 

14 other supporting function provided by such carrier to interex- 

15 change carriers that directly interconnect with the facilities of 

16 such carrier. A carrier may file, or the Commission or State 

17 commission may require a carrier to file, a joint tariff for 

18 exchange access for all of its exchange areas within a single 

19 State until January 1, 1988, or such later date as the Com- 

20 mission may, by rule, provide. If more than one exchange 

21 common carrier serves an exchange area, such carriers shall 

22 submit a joint tariff for exchange access unless the Commis- 

23 sion determines that submission of a joint tariff would not 

24 serve the purposes of this title, and shall divide revenues in a 

25 manner approved by the Commission. A State commission 
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1 may authorize or require exchange common carriers within 

2 the State to divide revenues received from charges for ex- 

3 change access. 

4 "(B) Each tariff under subparagraph (A) shall specify 

5 separate charges for each type of exchange access on an ele- 

6 ment-by-element basis. The charges for each type of ex- 

7 change access shall be justified by costs. No exchange 

8 common carrier shall charge any person for types or elements 

9 of exchange access which such person does not request and 

10 obtain. Any differences in charges to different persons shall 

11 be justified on the basis of differences in the costs of providing 

12 the services, facilities, or other factors of production involved. 

13 "(C) Each tariff under subparagraph (A) shall consist of 

14 four charges to be recovered from interexchange carriers. 

15 Three of the charges shall encompass all costs associated 

16 with exchange access and one shall be the surcharge estab- 

17 lished and maintained under section 225. The charges of such 

18 tariff which encompass all costs associated with exchange 

19 access shall specifically identify separate charges for — 

20 "G) services, facilities, or other factors which are 

21 caused solely by the provision of exchange access; 

22 "(ii) services, facilities, or other factors which are 

23 not identified under clause (i) but which are directly at- 

24 tributable to exchange access; and 
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1 ''(iii) the cost of other services, facilities, or other 

2 factors which are not identified under clauses (i) and 6i) 

3 but which are used jointly or m common to provide ex- 

4 change services and exchange access, as ascertained 

5 and apportioned under this Act. 

6 ''(3KA) Such system shall provide that an exchange 

7 common carrier shall submit to the Commission a tariff for 

8 exchange access available from such carrier for interex- 

9 change carriers or other persons who indirectly interconnect 

10 with the facilities of such exchange carrier. 

11 "(B) Each tariff under subparagraph (A) shall include — 

12 "(i) a charge for the direct costs of any services, 

13 facilities, or other factors required solely for the provi- 

14 sion of such interconnection, 

15 "(ii) a charge reflecting an appropriate portion of 

16 the cost of services, facilities, and other factors which 

17 are used jointly or in common to provide exchange 

18 service and exchange access, as ascertained and appor- 

19 tioned under this Act, 

20 "6ii) a charge reflecting the availability of the 

21 facilities of the exchange carrier for exchange access as 

22 an alternative for mdirectly interconnecting interex- 

23 change carriers and interexchange customers to the 

24 extent such facilities are not used for exchange access 

25 by such carriers and customers, and 
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1 ''(iv) the surcharge established under section 225. 

2 ''(4KA) Such system shall provide that an exchange 

3 common carrier shall submit to the Commission a tariff under 

4 which any interexchange carrier or other person who, 

5 without direct or indirect connection to such carrier, and for 

6 commercial purposes, makes available facilities, services, or 

7 related functions for exchange access, comparable to those 

8 available from an exchange carrier for exchange access, shall 

9 pay a charge reflecting the availability of the exchange carri- 

10 er's facilities for exchange access as an alternative for the 

11 facilities of such person. 

12 "(B) Subparagraph (A) shall not apply with respect to 

13 any person who demonstrates to the Commission that compa- 

14 rable facilities, services, or related functions are not available 

15 from the exchange carrier involved. 

16 "(5XA) Provision of exchange access, and payment 

17 therefor, shall be solely in accordance with the applicable 

18 tariff, and all costs and payments associated with the provi- 

19 sion of exchange access shall be recovered solely through 

20 such tariffs in accordance with this subsection. 

21 "(B) The charges under paragraphs (2KCKiii), (3XB), 

22 and (4)(B) shall be established so that the aggregate amount 

23 estimated to be collected under such charges are sufficient to 

24 recover the costs allocated to exchange access under this 

25 Act. 
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1 "(6KA) Effective beginmng 90 days after the effective 

2 date of this subsection, any person who owns or operates 

3 facilities to originate or terminate interexchange communica- 

4 tion other than through direct interconnection shall notify the 

5 appropriate exchange carriers, the Conunission, and the ap- 

6 propriate State conunissions. Such notification shall be made 

7 by means of a summary form which the Commission shall 

8 prescribe by rule. 

9 "(B) Any person who fails to comply with subparagraph 

10 (A) shall forfeit to the United States the sum of $50,000. 

11 "(7KA) The Commission, after consideration of recom- 

12 mendations of the Universal Service Board, shall establish 

13 practices and methods to ascertain and fully apportion the 

14 cost of services, facilities, and other factors used jointly or in 

15 common to provide exchange services and exchange access. 

16 "(B) The Commission shall establish the forms for 

17 records, accounts, and memoranda to be kept by carriers pro- 

18 viding exchange access in order to facilitate processing tariffs 

19 of such carriers. The authority to establish practices and 

20 methods under this subsection shall be exercised in a manner 

21 which reflects differences in the size and relevant characteris- 

22 tics of carriers. 

28 ''(8KA) Nothing in this subsection shall be construed to 

24 require an exchange common carrier to allow joint ownership 

25 of its switching facilities or to require such carrier to allow 
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1 location on its premises of equipment owned by other per- 

2 sons. 

S ''(B) Nothing in this subsection shall require an ex- 

4 change common carrier to bill customers of interexchange 

5 services, provided that no cost associated with such billing is 

6 included in the applicable tariff. Nothing in this subsection 

7 shall preclude an exchange common carrier from offering to 

8 bill customers of interexchange services, provided that the 

9 costs of such billing constitute an element in the applicable 

10 tariff. 

11 "(C) The Commission may permit exchange common 

12 carriers which serve not more than fifty thousand customer 
IS access lines to use statistical cost data representative of such 

14 class of carriers to support tariffs for exchange access in lieu 

15 of individual cost studies. 

16 "(9)(A) The Commission shall delegate to each State 

17 commission the authority established in paragraph (2), condi- 

18 tioued upon the compliance of the State commission with the 

19 requirements of this subsection, and with rules and proce- 

20 dures promulgated by the Commission thereunder. 

21 "(B) Any mterexchange carrier or customer which al- 

22 leges a violation of paragraph (2)(B), (3), or (4) may petition 
28 the Commission for review of the relevant portions of any 
24 tariff filed with the State commission, whether or not such 
86 carrier or customer was a party to the tariff proceeding 
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1 before the State commission involved. Any carrier or custom- 

2 er filing such a petition concurrently shall submit a copy of 
S the petition to the State commission. The Commission may 

4 proceed to review the relevant portions of the tariff only if 

5 the State commission renders an adverse decision or fails to 

6 render a final decision with respect to such alleged violations 

7 before the end of the 60-day period following the submission 

8 of such petition to the Commission. The State commission, in 

9 connection with rendering a decision, may conduct such hear- 

10 ings, and accept or require the submission of such testimony 

11 and other information, as the State commission considers 

12 necessary or appropriate. The Commission shall have author- 
18 ily to affirm, remand, or modify the relevant portions of such 

14 tariff, taking into full account the views of, and record devel- 

15 oped by, the State commission. 

16 "(lOKA) The initial tariffs for exchange access shall 

17 take effect on July 1, 1985. 

18 "(B) During the transitional period, which shall termi- 

19 nate when the system of access charges under this subsection 

20 goes into effect, common carriers shall continue to participate 

21 in the system of jurisdictional separations of carrier property 

22 and expenses in effect on July 1, 1983. The subscriber plant 
28 factors, and the rate element corresponding to separations 

24 and settlements in any agreement to provide exchange 

25 access, shall be in accordance with the most recent Commis- 
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1 sion decisions as of July 1, 1983, and thereafter shall not be 

2 subject to modification during the remainder of the transition- 

3 al period except that the Commission shall adjust the sub- 

4 scriber plant factors and the rate element in any such agree- 

5 ment to account for any change in the Consumer Price Index 

6 for urban consumers. During such transitional period, persons 

7 obtaining exchange access directly from an exchange carrier 

8 for purposes of resale shall pay an amount equal to the 

9 amount paid carriers pursuant to any agreement to provide 

10 exchange access covered by this paragraph for similar serv- 

11 ices and related functions, except that, if the rate which a 

12 reseller pays for any service to be resold indirectly covers 

13 payments made for exchange access, then the reseller shall 

14 not be required to pay any additional amount for the ex- 

15 change access for which payments already have been made. 

16 The Commission and the Universal Service Board shall 

17 permit the aggregation of costs and the division of revenues 

18 until the Universal Service Fund has been established and 

19 funded. 

20 "(C) The initial tariffs specified in subparagraph (A) 

21 shall provide for adjustments during a 3-year period which 

22 ensure that all interexchange services and customers make 

23 an orderly transition from the level of reimbursements made 

24 as of the day before the date on wluch tariffs for exchange 
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1 access first take effect to the level of reimbursement which 

2 will be paid under this section and section 225/'. 

S UNIVEB8AL SBBVICB FUND 

4 Sec. 5. Title n of the Communications Act of 1934 is 

5 amended by adding at the end thereof the following: 

6 ''UNIVEBSAL SBBVICB FUND 

7 "Sbc. 225. (a) To assure the continued availability of 

8 universal transmission services, including service in rural or 

9 remote areas, at reasonable and affordable charges, there is 

10 hereby established the Universal Service Fund. On an annual 

11 basis, the Universal Service Board shall determine uniform 

12 surcharges on the amounts collected by exchange common 
IS carriers under paragraphs (2) and (3) of section 221(e), such 

14 that the Fund is sufficient to make the payments under this 

15 section. 

16 "(bXl) An exchange common carrier is entitled to re- 

17 ceive payments from the Universal Service Fund if it certifies 

18 to the Universal Service Board that its average costs for non- 
19 traffic sensitive facilities per customer access line is in excess 

20 of 115 per centum of the national average of such costs. 

21 "(2) The amount of the payments under paragraph (1) in 

22 the case of any eligible exchange carrier shall be determined 

23 by the Universal Service Board under section 410. The per- 

24 centage of the costs for which payments are made to any 

25 carrier under this section shall increase to the extent such 
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1 average costs of such carrier increase above 115 per centum 

2 of such national average. 

3 "(e) The Universal Service Fund also shall include a 

4 transitional account, from which any exchange common car- 

5 rier shall be entitled to receive annual payments if needed to 

6 ensure that such carrier receives from charges for exchange 

7 access under section 221(e) and from the Fund for each cal- 

8 endar year an amount not less than the total revenues such 

9 carrier received for the equivalent of exchange access in 

10 1982, reduced by (1) the value of terminal equipment and 

11 inside wiring which the Commission orders removed from the 

12 revenue requirements (multiplied by any applicable subscriber 

13 plant factor in effect on January 1, 1982); and (2) any cost of 

14 exchange access recovered in tariffs for exchange services 

15 pursuant to section 221(e). 

16 "(dKl) The Universal Service Board shall establish and 

17 oversee an exchange access board (consisting of representa- 

18 tives of exchange common carriers, interexchange carriers, 

19 and other customers directly obtaining exchange access) to 

20 administer the accounts of the Universal Service Fund. The 

21 exchange access board shall administer the accounts of the 

22 Universal Service Fund in a mamier which expedites the dis- 

23 bursement of funds to exchange common carriers through the 

24 use of rules and procedures which eliminate burdens or 

25 delays in the certification or application process to the maxi- 
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1 mum extent practicable, and which permit disbursement deci- 

2 sions to be made on the basis of uniform, general, simplified 

3 standards of eligibility which are readily applied to the infor- 

4 mation and other data included in each application. 

5 **{2) Payments from the accounts of the Universal Serv- 

6 ice Fund to individual exchange common carriers shall be 

7 subject to audit and adjustment by the Universal Service 

8 Board to ensure that — 

9 "(A) any certification or application is valid and 

10 based upon proper allocation of costs in accordance 

11 with guidelines established by the Universal Service 

12 Board under section 410; 

13 ''(B) such payments are used to maintain reason- 

14 able rates or charges; 

15 ''(C) such payments do not remove incentives for 

16 the efficient provision of exchange service, except that 

17 any adjustment based upon the factor established in 

18 this subparagraph shall be effective only on a prospec- 

19 tive basis; and 

20 "(D) such payments do not unreasonably impede 

21 the entry and operation of competitive suppliers of ex- 

22 change services.". 

23 UNIVERSAL SBBVICB BOABD 

24 Sbc. 6. Section 410 of the Communications Act of 1934 

25 is amended by adding at the end thereof the following: 
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1 "(dKD Not later than 30 days after the effective date of 

2 this section, the Commission shall establish a Universal Serv- 

3 ice Board pursuant to subsection (c) for the purpose of — 

4 "(A) ensuring equitable and efficient economic 

5 treatment of users of common carrier services and ex- 

6 change services and carriers providing such services; 

7 "(B) providing for an orderly transition to the 

8 system of charges for exchange access established 

9 under section 221(e); and 

10 "(C) achieving cooperation between the Federal 

11 Government and the States in carrying out the pur- 

12 poses of this title. 

13 "(2) In accordance with subsection (c), the Universal 

14 Service Board — 

15 "(A) shall establish and maintain formulas consist- 

16 ent with the purposes of section 225 for defining and 

17 comparing national average costs and charges and uni- 

18 form practices for determining the payments required 

19 by the Universal Service Fund, and shall oversee the 

20 distribution of funds from the Universal Service Fund 

21 by the exchange access board in accordance with sec- 

22 tion 225; 

23 "(B) shall make such changes and modifications in 

24 the system of jurisdictional separation of carrier prop- 

25 erty and expenses in force on the effective date of this 
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1 section as may be necessary or appropriate for the or- 

2 derly transition to the system of charges for exchange 

3 access established under section 221(e); and 

4 "(C) shall determine at regular intervals the rela- 

5 tive assignment by exchange common carriers of the 

6 cost of factors of production which are used jointly or 

7 in common to provide exchange service and exchange 

8 access. 

9 ''(3) In making the determination specified in paragraph 

10 (2)(C), the Universal Service Board shall — 

11 "(A) encourage reliance upon exchange common 

12 carriers as distributors of interexchange transmissions, 

13 and promote continued universal availability of trans- 

14 mission services provided by exchange common carriers 

15 at reasonable and affordable rates; and 

16 ''(B) take into account, consistent with section 

17 221(e)(1)— 

18 ''(i) the cost of capacity or special character- 

19 istics required for exchange service and exchange 

20 access; 

21 ''(ii) investment and associated costs (includ- 

22 ing depreciation and maintenance) needed to pro- 

23 vide plant availability to meet demand (including 

24 peak demand) for exchange service and exchange 

25 access; and 
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1 "(iii) the use of exchange facilities for ex- 

2 change service and exchange access. 

3 ''(4) The Universal Service Board may, in accordance 

4 with title 5, United States Code, appoint such staff as it con- 

5 siders necessary to carry out its functions under this Act.". 

6 DBPBBGIATION 

7 Sec. 7. Section 220 of the Communications Act of 1934 

8 is amended by redesignating subsection (b) as subsection 

9 (b)(1) and by inserting after subsection (b)(1) (as redesignated) 

10 the following new paragraph: 

11 "(2KA) State commissions shall have authority (i) to es- 

12 tablish classifications for exchange facilities and the portion 

13 of facilities used jointly for exchange and interexchange serv- 

14 ices assigned to the States by the Universal Service Board 

15 under section 410, and (ii) to prescribe the methods by which 

16 exchange carriers shall recover investments in such facilities. 

17 "(B) Such methods shall provide for recovery of invest- 

18 ments in such classes of facilities in a manner which pro- 

19 motes the economic viability of the exchange carriers in- 

20 volved.". 

21 INTEBBXGHANOB TABIFFS 

22 Sbg. 8. The Communications Act of 1934 is amended 

23 by inserting after section 225 (as added by this Act) the fol- 

24 lowing new section: 
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1 "INTBBBXCHANGB TABIFP8 

2 ''Sec. 226. In the case of any interexchange service 

3 provided by any carrier under a tariff in effect July 1, 1983, 

4 which was filed jointly with another carrier or under any suc- 

5 cessor tariff in effect after such date (whether filed jointly or 

6 otherwise), the tariff applicable to such service provided by 

7 such carrier shall be based on the nationwide average of the 

8 cost of providing interexchange service.". 

9 PEOVIDEE OF LAST RESORT 

10 Sec. 9. The Communications Act of 1934 is amended 

11 by inserting after section 226 (as added by this Act) the fol- 

12 lowing new section: 

13 "state authority to require basic one-line 

14 telephone 

15 "Sec. 227. (a) A State commission may require any 

16 exchange common carrier to lease and maintain on request a 

17 single basic one-line telephone instrument, and associated 

18 inside wiring, to any subscriber (or group of subscribers at a 

19 single premise) within such State on the basis of a tariff that 

20 includes aU costs of providing and maintaining such instru- 

21 ment and vriring. 

22 "(b) For purposes of this section, the term 'basic one- 

23 line telephone instrument' means the tjrpe of basic two-way 

24 switched telephone instrument which the State commission 

25 determines to be generaUy available to the public and in use 
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1 on the date of the enactment of this section, or which the 

2 Commission determines by rule to be generally recognized as 

3 essential for basic participation in nationwide telecommunica- 

4 tions. In making any such determination, the Commission 

5 may not reduce the quality of the type of basic one-line tele- 

6 phone instrument available on the effective date of this sec- 

7 tion.". 

8 LIFELINE TELEPHONE SERVICE 

9 Sec. 10. Section 201 of the Communications Act is 

10 amended by adding at the end thereof the following new sub- 

11 section: 

12 ''(c) Each State commission shall establish rules for the 

13 provision of lifeline telephone service by exchange carriers 

14 which consists of providing minimum telephone exchange 

15 service at a discounted rate for low-income residential cus- 

16 tomers.". 

17 PROHIBITION OP CROSS SUBSIDY 

18 Sec. 11. Section 201 of the Communications Act of 

19 1934 (as amended by this Act) is amended by adding at the 

20 end thereof the following: 

21 "(d)(1) No carrier or exchange carrier may use revenues 

22 from regulated communications services to defray any costs 

23 associated with its entry into or engaging in commercial ac- 

24 tivities the prices for which are not regulated by the Commis- 

25 sion or any State commissions. 
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1 "(2) Neither the Commission nor any State commission 

2 may consider the revenues or profits derived from the offering 

3 of any mu-egulated products or services (other than printed 

4 directory advertisements) by any carrier or exchange carrier 

5 in determining the revenue requirements of any common car- 

6 rier service of such carrier.". 

7 EFFECTIVE DATE 

8 Sec. 12. The amendments made by this Act shall take 

9 effect on the date of the enactment of this Act. 

Chairman Packwood. I will call on the other members now in 
the order in which they arrived. Congressman Bryant, I think, was 
the first one here. 

Representative Bryant. Mr. Chairman, I would prefer to defer to 
the chairman of my Subcommittee on Telecommunications, Con- 
gressman Wirth. 

Chairman Packwood. Congressman Wirth. 

OPENING STATEMENT BY REPRESENTATIVE WIRTH 

Representative Wirth. I thank my colleague from Texas and my 
chairman, Mr. Dingell, and Mr. Packwood. I would only very brief- 
ly make three points. One, the fact that we are here in joint ses- 
sion, that there is so much attention now given to this issue — so 
many of our coUeagiies on the floor of the House are concerned 
about it — clearly indicates that now this is an issue whose time has 
come. The Congress must act, and I want to commend you, Senator 
Packwood, and my chairman, John Dingell, for very aggressive and 
speedy action, and we will move quickly. 

The second point that I would like to make, which will come up 
in our hearings this morning with the FCC, was my disappoint- 
ment in the major parts of what the FCC did yesterday, reflecting 
again the need for the U.S. Congress to move very aggressively. 

The third point that I would make, in summary, focuses on the 
issue that we debated so much last year on the House side, and 
that is the need to assure both the universal service and efficiency 
in the network. I would again emphasize that these are often con- 
flicting, and appear to some to be mutually exclusive goals. They 
do not have to be so. 

We can encourage efficiency through competition and technologi- 
cal innovation, and at the same time assure universal service. 
Those are dual goals, and we cannot allow ourselves to be discour- 
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aged by the fact that sometimes they appear to be mutually exclu- 
sive. 

I thank the gentleman from Texas for yielding. I greatly appreci- 
ate it. 

Chairman Packwood. Congressman Leland. 

OPENING STATEMENT BY REPRESENTATIVE LELAND 

Representative Leland. Thank you, Mr. Chairman. 

I want to commend you and Chairman Dingell for your leader- 
ship and your foresight with regard to this very important issue. 
There are few issues which will more directly affect American con- 
sumers or more directly impact their pocketbooks. 

I am pleased we will have the opportunity this morning to dis- 
cuss the future of the telephone industry and the concept of univer- 
sal service. In discussing these issues, we must begin with the prob- 
lems presented by skyrocketing local telephone rates. 

Last month. Southwestern Bell, which serves my home State of 
Texas, filed a rate request with the Texas Public Utility Commis- 
sion that calls for an increase of $1.7 billion in local rates. If ap- 
proved, this rate request would increase the cost of one party resi- 
dential service from $10.75 to $34.35. Many of my constituents 
cannot afford such an extraordinary rate increase, yet they can 
even less afford to be thrown off the telephone network. 

In 1983, Mr. Chairman, telephone service is not a luxury. It is a 
necessity. We must approach discussion on these issues with that 
realization. 

As we consider various legislative proposals concerning domestic 
telecommunications policy, there are a few principles which I be- 
lieve are paramount. Any legislation in this area must include a 
provision establishing a universal lifeline service fund. In establish- 
ing such a fund, however, I hope we will give our highest priority 
to those consumers least able to afford an increase in their rates, 
the elderly, the poor, and the unemployed. 

I am deeply concerned that the universal service fund which 
would be established by some of the legislative proposals we will be 
considering in the near future do not target assistance specifically 
to groups most in need of such assistance, but provide assistance 
generally to residents of certain prescribed areas regardless of abil- 
ity to pay. Such an approach is not justified. 

We also must insure that American consumers continue to re- 
ceive service from an efficient, high quality, technologically ad- 
vanced, competitive telecommunications industry. We must be very 
careful that any legislation we might develop does not stifle the 
burgeoning competition in this industry. 

Finally, Mr. Chairman, as we are all aware, this is an extremely 
complex and rapidly developing area. Any legislation we might de- 
velop must be sufficiently flexible to meet new or unforeseen situa- 
tions. It also should include provisions for a regular and automatic 
review by Congress. 

I look forward to the testimony and comments of our distin- 
guished assemblage of witnesses. 

Thank you, Mr. Chairman. 

Chairman Packwood. Thank you. 
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Congressman Markey next. 

OPENING STATEMENT BY REPRESENTATIVE MARKEY 

Representative Markey. Thank you, Senator Packwood. 

Today the House and Senate begin consideration of no less than 
13 bills on the issue of universal telephone service. That is quite a 
legislative bounty at a time when only 4 months ago committee 
leaders in both Houses of Congress were predicting that we were 
unlikely to see common carrier legislation at all this year. Why the 
change? 

I think that the change is a response to a perceived national 
crisis, the threat that millions of Americans, urban and rural, 
might lose one of modern life's most basic necessities, the tele- 
phone. Many in Congress, myself included, believe that such a pros- 
pect would result in the most serious of consequences, the creation 
of an information aristocracy and an information underclass in our 
society. 

While I have been skeptical about the value of legislation to deal 
with this problem during this period of grave uncertainty, I think 
it is time for everyone involved in the process to recognize the over- 
whelming consensus of the members of both committees to have 
legislation this year. We may well be beyond asking, "Should there 
be a bill?'' and now appear ready to ask instead, "What kind of bill 
should there be?" 

On Tuesday, Mr. Luken and I introduced a bill which proposes 
one solution to this problem. The Consumer Communications Act 
of 1983, H.R. 3647, seeks to solve the impending difficulties which 
Members perceive in the telecommunications industry from a pro- 
consumer, procompetitive viewpoint. I use both of these terms in 
the same breath because I remain convinced that competition will 
ultimately serve to build the best national telephone network, 
available to the greatest number of consumers at the lowest possi- 
ble rates. 

For those who still need proof that competition benefits their 
constituents, the consumers of this industry, I recommend the most 
basic evidence, the morning newspaper. There you will find ads 
selling telephones for under $10, or promoting long distance service 
at half the normal rate. Thus, I feel enthusiastic about dubbing the 
Markey-Luken bill as the proconsumer and procompetition ap- 
proach. 

What are the elements of the Consumer Communications Act? I 
believe that the act is best understood by grouping its provisions 
into five categories. 

First, it softens the impact that legal and regulatory changes 
have on consumers without distorting the new competitive commu- 
nications market. H.R. 3647 lowers the residential access charge to 
50 cents a month in 1984, down from $2 a month under the FCC's 
plan. It proposes a 10-year as opposed to a 6-year phase-in of the 
charges. To make up the difference, it pegs business charges slight- 
ly higher. It also includes so-called provider of last resort safe- 
guards for consumers and it eliminates over a 10-year period, the 
uneconomic trap of subsidizing local rates with heavy long distance 
add-on charges. 
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Second, it provides help to those who cannot afford basic tele- 
phone service in the new environment. The bill targets moneys for 
a special lifeline telephone service rate for low income Americans, 
recognizing that poverty is not a rural or urban problem. H.R. 3647 
establishes a National Lifeline Telephone Service Fund to provide 
the resources needed to sustain such service. The fund is financed 
through a minimal surcharge on long distance usage and local net- 
work bypasses. 

Third, it attempts to aid those in high cost areas without over- 
subsidizing the unneedy or promoting inefficiency in the national 
telephone network. Recognizing that some areas face particular 
problems, we have supported limited subsidies for high cost areas. 
H.R. 3647 adopts the joint board formula with its efficiency reward- 
ing subsidy taper as a reasonable compromise between the differing 
approaches outlined thus far. 

Fourth, it seeks to enhance the prospect for competition within 
the industry. To this end, we have suggested in this bill that juris- 
diction over intrastate toll policy should be moved to the FCC in an 
effort to speed up the growth of competitive long distance service. 
Also, we have prohibited cross-subsidization of regulated and unre- 
gulated services so as to insure that all competitors are playing on 
a level playing field. 

Finally, fifth, it hopes to improve the effectiveness of the regla- 
tory process. The Consumer Communications Act provides for the 
funding of public participation at the FCC to improve the breadth 
of debate in that forum. It also insists that a comprehensive study 
even broader than the one the FCC ordered yesterday be conducted 
to examine the future of universal service and the basis for local 
rate increase requests. Reports on this study are to be made annu- 
ally to the Congress and to the State commissioners. 

In conclusion, Mr. Chairman, I urge all Members of both Houses 
to consider all the bills before us carefully, and not agree to any 
quick fix of one of our Nation's most important and successful in- 
dustries. I especially urge my House colleagues to examine H.R. 
3647 closely, and to join as a cosponsor of this bill in the weeks 
ahead. 

Thank you, Mr. Chairman. 

Chairman Packwood. Thank you. 

Senator Goldwater. 

OPENING STATEMENT BY SENATOR GOLDWATER 

Senator Goldwater. Thank you, Mr. Chairman. 

First, it is a real pleasure for me to be at the same table with 
Chairman Wirth, who has done such an outstanding job on the 
other side of dealing with the confusion we have up here, and 
Chairman Dingell, who also has helped us tremendously. 

I was just sitting here thinking that 63 years of my life have 
been spent in the area of communications, and I sit here wondering 
why I do not know more about it. I think the most important part 
of the world's progress, and I mean this, the most important prog- 
ress we have made has been in communications. Ever since ani- 
mals learned to talk to each other, ever since the smoke signal and 
the heliograph, we have had communications. 
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Mr. Chairman, we have come a long way since I first introduced 
comprehensive telecommunications legislation, S. 622, in March 
1979, but in many respects, the policy established in that legisla- 
tion is more appropriate for today's environment than it was in 
1979. Despite the FCC's decision in computer II, despite the Senate 
passage of S. 898 in 1981 by a margin of 90 to 4, and despite the 
settlement between AT&T and the Justice Department of the anti- 
trust suit, the communications industry and the American people 
are still faced with confusion. 

Technology continues to advance without adequate policy guid- 
ance to insure that the benefits of those technologies are available 
to all Americans. All of us are struggling now with the question 
presented by the proposed AT&T consent decree and the future of 
our national communications system. Many of the details are not 
final, nor are the implications of this massive breakup. 

Immediately after Congress reconvened in 1982, the Senate Com- 
merce Committee held several days of hearings on the decree. We 
heard from the chairman of the board of AT&T, the Assistant Sec- 
retary for Communications and Information, the director of the De- 
fense Communications Agency, and the Assistant Attorney Gener- 
al. Several of these witnesses were not enthusiastic about details of 
the proposed consent decree. However, all of them testified that 
they could make it work, and that the public interest would ulti- 
mately be served by its implementation. 

I rather reluctantly agreed with their conclusion. I see now I was 
wrong. I fear that the breakup of AT&T is potentially the worst 
thing to happen to our national interest, particularly in the field of 
communications, that will ever happen or that has ever happened. 
I will be the first to admit that AT&T is not always the best com- 
pany in terms of service, but it was far better than any other tele- 
phone company in the world. 

When AT&T and the Justice Department decided to split up that 
company and settle the antitrust case, what has the result been? I 
can tell you from personal experience that local telephone service 
has slowly deteriorated. In three places where I spend most of my 
time, Arizona, California, and Washington, my telephone service 
has gotten shabby. I will say again that I believe that divestiture 
was and is a mistake. Bigness in itself is not badness, as far as I am 
concerned, and that applies to the telephone industry as well as to 
other industries. 

As for S. 1660, the major goal of any legislation must be preser- 
vation of universal service. Universal service was a goal of S. 622. 
It was a cornerstone of the policy established in S. 898, and it is the 
principal thrust of S. 1660, which I happily cosponsored. S. 1660 
provides a specific mechanism to insure that universal service will 
be preserved at reasonable rates. 

Now, by imposing an access charge on all interexchange carriers 
that use local distribution systems, revenues would be available to 
insure that all Americans have access to reasonably priced basic 
telephone service. I must confess that I have reservations about 
this legislation. I am not sure how wholeheartedly I support any 
legislation, but I will support this bill, S. 1660, because I believe it 
is worth a try to see what can be done about insuring that all 
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Americans are able to have access to telephone service at afford- 
able rates. That is essential. 

If the FCC cannot do it, then the Congress is the only one left, 
and it can and must. It behooves us to try. 

Thank you, Mr. Chairman. 

Chairman Packwood. Thank you. 

Senator Pressler. 

OPENING STATEMENT BY SENATOR PRESSLER 

Senator Pressler. Thank you, Mr. Chairman. 

In listening to the comments this morning, I am struck by the 
fact that we all are very doubtful about the benefits of the breakup 
of AT&T, but in no section of our country will its effects be felt 
more strongly than in rural and smalltown areas. Ranchers, farm- 
ers, those who live in small cities and towns will be hit the hardest. 
Indeed, one of our rural telephone cooperatives estimates that the 
increases in rates for farmers, ranchers, and people living in small 
cities and towns will be as much as two or three times more than 
the American citizen living in a big city. 

Indeed, in some instances big city rates might actually benefit in 
the long run, where there are large numbers of people making 
more calls. But the fact of the matter is that when you get out into 
a sparsely populated area, where so much of our food is grown, and 
our national economy depends so much on agriculture, we are in a 
situation where telephone service will become so expensive as to be 
almost prohibitive. 

In many small towns, such as my own hometown of Humboldt, S. 
Dak., which has 487 people, many of them senior citizens, tele- 
phone service will become a luxury unless something is done. So, as 
a cosponsor of this bill, I would say that the one segment of the 
American economy that will be hurt the worst unless we do some- 
thing is the rural areas, farmers and ranchers. 

People are just beginning to wake up to how serious this problem 
is. I was in Spearfish, S. Dak., just the other day, and met with a 
group of senior citizens. Over and over again they said that our 
main communication with the outside world is telephone, to call 
their children, and on limited social security benefits they have 
very few financial options. 

In these hearings, I shall be speaking up very strongly for rural 
and smalltown interests. 

Mr. Chairman, Congress has a responsibility to our people. 
Today's hearings is the first step in fulfilling that responsibility. 
Last December, I wrote the chairman of the Federal Communica- 
tions Commission, explaining my objections to the directions being 
taken in FCC docket 78-72, the access charge proceeding. I do not 
believe that the residential end user can or should bear the burden 
of all phone costs. 

In high-cost areas like my home State of rural South Dakota, 
such a shift in cost could drive many people off the telephone net- 
work. I am also skeptical of promises that lower long-distance rates 
will offset higher local phone bills. South Dakota has very few pop- 
ulation centers which would attract long-distance competition and 
provide lower rates. 
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In my December letter to Chairman Fowler, I state what should 
be the underlying principle of any telephone legislation: A change 
in the existing subsidy mechanism can only be justified if it pre- 
sents no danger to the continuing availability of universal tele- 
phone service at affordable rates. The FCC's access charge decision 
must be measured against this policy of universal telephone serv- 
ice. 

We are here today to examine this decision and establish policies 
which take into account the changing marketplace environment for 
telecommunications service. If we accept the principle of a univer- 
sally accessible telephone network, the members of these commit- 
tees here should focus on several questions during these hearings. 

Who should be subsidized? Who should pay for the subsidy, and 
how much? What enforcement policies are necessary to insure the 
subsidy? 

I look forward to hearing from this very impressive group of wit- 
nesses. I have requested written testimony from the South Dakota 
Public Utilities Commission, the Bell operating company in South 
Dakota, and a number of small South Dakota telephone coopera- 
tives and independent companies. I shall ask that these be made a 
part of the hearing record, because I think that my State of South 
Dakota is a unique example of the devastating impact that this 
action is going to have on telephone users in rural and smalltown 
areas, and I think that the example of what is happening in South 
Dakota will be repeated in rural areas all over our Nation. 

I also commend the leadership of our committees and pledge my 
efforts to working for a comprehensive, substantive telephone bill 
which will benefit the American consumer. 

Chairman Packwood. Congressman Wyden. 

OPENING STATEMENT BY REPRESENTATIVE WYDEN 

Representative Wyden. Thank you very much, Senator. 

I want to start by congratulating you, Senator, for the leadership 
you have shown in this area. My idea of bliss is seeing more Orego- 
nians in key committee chairmanships, and I want to congratulate 
you. I want to also thank my own chairmen. Chairman Dingell and 
Chairman Wirth, for the opportunity they have given me to par- 
ticipate in the development of the House legislation that we intro- 
duced last week. 

Over the course of the next couple of days, the members of these 
committees are going to spend a good deal of time discussing uni- 
versal service, access charges, local loops, bypassers, and the other 
seemingly unintelligible terms which make up the technojargon of 
the telephone industry, but as we do so, I hope we do not lose sight 
of the fact that what we are really talking about here has much 
less to do with jargon than it does with service. 

Our mission is a simple one, and that is to insure that millions of 
Americans continue to have access to affordable phone service, and 
that we do not bring about a day when the old phrase, ''Sorry, 
wrong number,'' becomes, ''Sorry, no number." That is the threat. 
If we fail in our task, phone rates are surely going to escalate out 
of the reach of thousands, particularly rural Americans, senior citi- 
zens, and the poor. 
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I do not think Congress wants to allow the creation of a subclass 
of Americans who cannot afford a phone. The legislation we are 
considering today is a big step toward insuring that we are not 
going to let the line go dead on Americans of modest means. And 
let us make no mistake about it. If the lines do go dead in this 
country, we are all going to be poorer. It does not do much good to 
have a phone unless the person or business you want to call also 
has one. 

With telephone service, as with so many other necessities, it just 
takes two to tango. This principle is something that has been too 
often ignored in the discussion of telephone service in this country. 
In the recent weeks since legislation was introduced, I have heard 
persons again and again express concern about whether or not one 
group should subsidize another. 

I think this concern simply misses the point. I want to emphasize 
that these charges are not a subsidy. They are merely a cost of 
doing business. They are the affected groups' fair share of main- 
taining the phone system, without which they would not have 
much business. Because long-distance companies and others depend 
on the phone network, they must be expected to invest in its main- 
tenance. 

Now, it is true that some groups will be more severely impacted 
by phone-rate increases than others. Before I came to the Congress, 
I was director of the Gray Panthers for several years, and I have 
never seen the senior citizens as frightened as they are today about 
the prospect of huge hikes in their telephone service. 

Millions of senior citizens are walking on an economic tightrope, 
balancing their food against their fuel, their fuel against their 
medical costs. If telephone rates go up abruptly, they could literally 
be pushed off that economic tightrope. 

I do not think that Congress wants to stand by and watch while 
senior citizens are forced to pit one necessity against another. 
Many of the Nation's small businesses will also fare poorly if 
phone rates skyrocket. Not only will the higher rates be difficult 
for small businesses to afford, but if the phone system begins to 
shrink, so will the small business person's access to customers. 

We already know the small businesses in this country are walk- 
ing a thin line between success and failure, so obviously we have 
got big stakes in keeping phone rates down. 

I have mentioned two groups, the elderly and small business, 
with which I am particularly concerned, but the biggest stake of all 
is the preservation of a high quality, affordable, universal phone 
system. Now, through State and Federal regulation and the inven- 
tiveness of the industry, we have bound this country together with 
satellites, fiber optics, microwave transmitters, basic black desk 
phones. I do not think we have come this far just to suddenly one 
day say that is enough, everybody on their own. 

Frankly, Mr. Chairman, I do not want to see a society where 
some people in this country have access to micro-optics and the 
senior citizens will not be able to afford a telephone to call their 
doctor. So that is why I believe Congress ought to proceed with the 
corrective legislation, and congratulate my chairman, and particu- 
larly a fellow Oregonian, and I look forward to moving this legisla- 
tion at the earliest possible opportunity. 
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Thank you, Mr. Chairman. 
Chairman Packwood. Thank you. 
Congressman Swift. 

OPENING STATEMENT BY REPRESENTATIVE SWIFT 

Representative Swift. Thank you very much, Mr. Chairman. 

I agree with so much of what has been said here this morning. I 
would like to maybe address a small confusion in this whole prob- 
lem, namely, how come if competition is supposed to reduce our 
rates, why are the rates going up? What is wrong? Is competition 
not working? The question is, who is it working for? 

In response to published comments by AT&T that the FCC's deci- 
sion on access charges may not result in lower rates for long-dis- 
tance, the FCC has asked AT&T to tell them by tomorrow why long- 
distance rates should not go down at least 15 percent. In its letter 
to the AT&T, the FCC has argued that its access-charge decision 
will transfer an increasing portion of AT&T's revenue require- 
ments to end users — that is the current telephone industry jargon 
for customer, and that is all of us — and asked them why this 
should not result in lower long-distance rates. 

These developments point up that consumers may not get all 
that they were promised by AT&T or by the FCC, and while I must 
certainly applaud the FCC s action to at least get something for the 
consumer, I am afraid that too few people realize how little good 
this will all do for the average residential and small business con- 
sumer. Even if the FCC is successful in getting rates to drop just a 
mere 15 percent, fewer than 1 in 25 residential consumers will 
benefit, and all but 13 percent of the business users will end up 
pa3dng more, not less, than they do today. 

Why? Because with a nationwide average of $8 a month for the 
access charge, a 15-percent drop in long-distance rates would mean 
that the average user would have to have an average monthly 
long-distance bill of more than $50 before they even begin to bene- 
fit. In fact, fewer than 4 percent of the residential users have a $25 
long-distance bill in any given month. 

Beyond that, in any given month, one person in six makes no 
long-<iistance calls at all, and two-thirds have long-distance bills 
below $4. What businesses will benefit? Nearly two-thirds of 
American businesses have monthly long-distance bills under $7, 
and 87 percent have bills lower than the $50 in any given month, 
that $50 break-even point at which maybe they begin to receive 
some reduction in their long-distance costs. 

Today, just 25 major companies in the United States use long dis- 
tance sufficiently to account for 15 percent of all the long-distance 
traffic themselves. Twenty-five individual businesses account for 
one-sixth of the interstate long-distance traffic. The FCC's access 
charge decision — and here is where we answer the question — is a 
massive shift of revenues from those 25 companies to small and 
medium-sized businesses and residential customers. It is those 25 
large companies whose rates are going to go down substantially, 
and virtually everybody else is going to pick up the difference. 

As the chairman said when he began, this is essentially a philo- 
sophical difference, and I am going to be intrigued to find what 
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philosophy it is that indicates this result is a useful one, a fair one, 
an equitable one for Americans. Millions and millions of American 
people and businesses have made decisions about the telecommuni- 
cations needs based on rules that have suddenly shifted. 

Changing the rules is necessary as technology changes and as we 
make the transition from a regulated monopoly to a competitive in- 
dustry. But as those rules are changed, it is not too much to ask 
that universal service be maintained, and that the average Ameri- 
can gets some of the benefits that have been promised as well. 

Thank you very much, Mr. Chairman. 

Chairman Packwood. Thank you. Congressman. 

Senator Gorton. 

OPENING STATEMENT BY SENATOR GORTON 

Senator Gorton. Mr. Chairman, I am troubled, as I know every- 
one in this room is, by predictions of sharply higher local telephone 
rates beginning next year. Congress has worked for decades toward 
the goal of universal telephone service. It is unacceptable at this 
point simply, abruptly to change that goal and accept policies that 
force people who have telephones today to drop off the system. It is 
clear that the Congress must act to control the increases in rural 
and residential telephone rates. 

The reasons behind rising local telephone rates are complex. The 
problem does not lend itself to easy solutions. At the same time 
that we want to assure universal affordable telephone service, we 
want to eliminate incentives to bypass the local exchange, to en- 
courage the development of new technologies, and to make a tran- 
sition to a more competitive marketplace. Some of these goals may 
not be compatible. 

I expect these hearings to help to clarify the problems, and to 
help us find solutions. I would like to congratulate the Chairman 
and those other Members who have introduced legislation on this 
subject, who have taken the initiative to control local rates before 
they become a serious problem. 

Chairman Packwood. Thank you. 

Senator Lautenberg. 

OPENING STATEMENT BY SENATOR LAUTENBERG 

Senator Lautenberg. Thank you, Mr. Chairman. 

I am pleased to participate in this joint hearing. I want to make 
a brief statement, but I would like to preface that with an observa- 
tion. I share the view of Senator Goldwater that the breakup of 
AT&T will cause great hardship for many of our citizens. I guess 
the only beneficiaries may ultimately be the investors, who were 
not doing badly anyway. 

Unfortunately, we cannot guarantee cheap phone rates for all of 
our citizens any more than we guarantee cheap energy for all of 
our citizens. Costs are rising. We are all disturbed by projections of 
large increases in local telephone rates. Rate hikes in my State are 
projected to run as high as 150 percent. These are rate hikes that 
will drive many people to simply drop telephone service, unless we 
do something. 
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As this Nation proceeds in the information age, we cannot allow 
millions of Americans to be denied access to one of the most basic 
of our services, almost as vital as heat and light — telephone serv- 
ice. 

The question is, how do we insure universal, affordable telephone 
service while at the same time promoting efficiency, competition, 
and technological progress? It is not an easy question to answer. 
We have before us various proposals to subsidize high cost access. I 
am concerned that they may impair the incentive to be efficient. 
They may assist some people who do not need help paying their 
phone bills, and ignore others who do. 

I have proposed an alternative approach in S. 1677. It is called 
the Home Phone Act of 1983. It would target support directly to 
people who cannot otherwise afford basic access. I think that kind 
of an approach would cost less. It would preserve market forces, 
and would go a long way toward meeting our goal of insuring uni- 
versal access to the telephone network. 

I commend the leadership of the two committee chairmen for 
calling these hearings, and I am looking forward to exploring these 
issues in detail. 

Thank you, Mr. Chairman. 

Chairman Packwood. Folks, I wonder if I might ask this. We 
have got three Senators and three House Members left to make 
opening statements. Governor Orr, testifying on behalf of the Na- 
tional Governors Association, has to leave at about 10:15 to 10:20 or 
else change plans that he is very reluctant to change, so I would 
hope that we could fitnish our opening statements by 10 and get the 
Governor on at that time. If not, I think I will interrupt the open- 
ing statements and put you on. Governor. 

Congressman Bates. 

OPENING STATEMENT BY REPRESENTATIVE BATES 

Representative Bates. In light of your comments, I will be very 
brief. I have introduced three bills that I think are of the pro-com- 
petition, pro-consumer model, and I hope that those guidelines will 
be kept in mind as we go through this very complex matter. 

I am a little concerned that there is an overreaction to the term 
"universal service" without defining what that service is, because 
in most of the phone company rate hikes that have been proposed, 
they do maintain universal service at a very low rate for certain 
customers. 

So I think we need to address the overall structure, and if we are 
going to break up the world's largest monopoly, I think we have 
got to do it in a way that we go beyond maintaining these built-in 
subsidies, and I see a real problem between the rural areas, which 
need these subsidies, but only in the transition, until the competi- 
tive model gets in place, because if we lock in these large subsidies, 
I think California phone users would rather take their chances 
with lower long-distance rates and be subsidizing farmers or ranch- 
ers or ski resorts in remote areas, and I think that the phone com- 
p€mies want us to prohibit the bypass. 

It seems to me the b3rpass offers the opportunity for getting the 
competition and getting the rates eventually down, and we should 
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only do that or regulate the bypass in a way that encourages the 
different options of technology without building in too large a sub- 
sidy that we find 3 or 4 years from now we are locked into a 
system that is inefficient, ineffective, and very costly, and we have 
all the disadvantages of bigness instead of the decentralization and 
competition that we can get now. 

I would like to get things back to a true cost, competitive model, 
and try and protect the consumers, because I think Mr. Swift's 
point that the 25 major companies that are really getting the bene- 
fit at this point of the changes should be focused on, and I hope it 
will by this panel. 

Thank you. 

Chairman Packwood. Thank you. 

Congressman Whittaker. 

OPENING STATEMENT BY REPRESENTATIVE WHITTAKER 

Representative Whittaker. Thank you, Mr. Chairman. 

I, too, will be brief. Let me just state that we have incurred in 
this country a long-term practice of subsidization of local rates by 
the use of revenue from long-distance rates. There are some that 
would propose that that should continue to be, but if it does, it will 
amount in 1984 to virtually everyone paying something like 17 
cents a minute in subsidy every time they make a long-distance 
call. 

I frankly think that in the long term, it probably makes more 
sense to reduce or to eliminate the subsidies if such action does not 
mean that local rates will increase so substantially that universal 
availability of local telephone service is threatened. The reduction 
or elimination of subsidies will result in economic efficiency and 
will promote technological innovation. 

A few of my colleagues in the House and Senate Commerce Com- 
mittee appear to have concluded already that a reduction or elimi- 
nation of the subsidies will threaten universal telephone service. 
Thus they have proposed legislation that would basically continue 
the subsidization. Again, the promise of these legislative proposals 
is that continuation of these massive subsidies is necessary to pre- 
serve universal telephone service. Personally, I am not quite so 
sure that that is true. I do not know of any substantial evidence 
that indicates that continued massive subsidization is essential to 
the preservation of universal telephone service. 

My own preference is that we phase out these subsidies over an 
extended period of time. If we do this over a long enough period of 
time, we can minimize the rate impact on our local telephone cus- 
tomers, and we can move to an economically efficient and competi- 
tive telecommunication environment. 

I have introduced legislation this week that takes this approach 
of slowly phasing out the subsidies, and I am not alone. My bill has 
been cosponsored by two other members of the House Commerce 
Committee, Mr. Tauke and Mr. Nielson. Let me state perfectly 
clearly here, because I do not want any consfusion, universal tele- 
phone service must be preserved. We should continue to study tele- 
phone pricing to insure that universal telephone service is main- 
tained. 
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If, after further analysis, it appears that universal service is 
threatened, we should pass whatever legislation is necessary. In 
this regard, I was pleased to learn that the FCC began an investi- 
gation yesterday to determine the impact of its regulatory decisions 
and the impending divestiture of AT&T's local telephone compa- 
nies on local telephone rate. Evidence compiled from this investiga- 
tion will be helpful to our committee in evaluating whether legisla- 
tion to continue massive subsidies is needed, but at the present 
time, I think my bill just may do the job of minimizing local rate 
increases while simultaneously promoting efficiency and a competi- 
tive telecommunications environment. 

Thank you. 

Chairman Packwood. Thank you. 

Congressman Lent. 

OPENING STATEMENT BY REPRESENTATIVE LENT 

Representative Lent. Thank you, Mr. Chairman. 

The legislation we are about to consider addresses a highly com- 
plex matter that requires close examination of a number of related 
problems. The bills would in effect abolish an access charge plan 
developed by the Federal Communications Commission over a 5- 
year period, and involving the input of scores of interested parties 
representing every point of view. 

In place of that plan, the legislation would establish a total new 
charging methodology which was devised only recently. I am 
deeply concerned about the implications for the telephone custom- 
ers of New York. I am also concerned about the impact of these 
proposals on the telephone companies serving these customers. 
Access charges will represent a significant segment of their rev- 
enues in 1984, and to the extent that the bills do not measure up to 
the assertions of their supporters, the ability of the telephone com- 
panies to serve the State will be jeopardized. 

So, I urge that we consider and deliberate on these complex 
issues, and not rush into a solution which in the long run could 
damage an industry which is so important to the country. Any so- 
lution should be in the interest of consumers, the telecommunica- 
tions industry, and perhaps most important, the public interest, 
what is best for the country over the long run. 

Thank you, Mr. Chairman. 

Chairman Packwood. Thank you. 

Senator Stevens. 

OPENING STATEMENT BY SENATOR STEVENS 

Senator Stevens. Mr. Chairman, I am mindful that as a former 
Hoosier, my good friend, the Governor of Indiana, is waiting. Let 
me commend to you and the committee the bill that we introduced, 
S. 1382, which has been cosponsored by Senator Pressler, Senator 
HoUings, and Senator Exon. I do believe Senator Pressler has 
spoken at length on that. 

I also want to express my regrets that I will not be here to intro- 
duce the former member of the State legislature and our commis- 
sioner of administration, my good friend also, Lisa Rudd, from 
Alaska. She will speak on the Alaska point of view. I think she will 
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make clear that Alaska, of all States, is totally dependent upon the 
outcome of the hearing that you and Chairman Dingell are con- 
ducting, and we want to work with you every step of the way. 

It is essential that the concept of universal service be defined by 
the Congress, and that we take action to proceed and make clear 
that this is a matter Congress is going to retain jurisdiction over. 
Your bill I have also cosponsored. I think there is a meeting of the 
minds here that can be reached, and I hope can be reached quickly 
enough to prevent real serious harm to those of us who represent 
the vast rural areas of our country. Thank you very much. 

Chairman Packwood. Thank you. 

Senator Riegle. 

OPENING STATEMENT BY SENATOR RIEGLE 

Senator Riegle. Thank you, Mr. Chairman. 

I will be very brief. I want to associate myself with the remarks 
of Senator Lautenberg, which I think are very important for us to 
consider. We do have a problem here, however, I think we can 
solve it. I think we must keep telephone rates within the reach of 
all citizens. I think we have got to assure that the burden of rising 
phone rates does not fall on the little people of this country. And I 
think we have the capacity to prevent that from happening. 

Finally, I do not think we should have subsidy mechanism that 
penalizes certain States to the advantage of other States. I think it 
is essential to find a system that is balanced between the States as 
well as meeting the problem of individual citizens. I think we can 
find that answer if we work together. 

Chairman Packwood. Senator Ford. 

OPENING STATEMENT BY SENATOR FORD 

Senator Ford. Thank you, Mr. Chairman. 

I will make an observation more than I will make a statement. I 
serve on the Energy and Natural Resources Committee, and in 31 
days, over V^h months, we have been trying to mark up the deregu- 
lation of the natural gas bill. We finally sent one to the floor yes- 
terday without recommendation. 

I believe, Mr. Chairman, the emotion natural gas prices cause 
around this country will pale in comparison to the problems that 
we are beginning to face here today. 

Chairman Packwood. Thank you. * 

We will conclude with Senator Danforth. 

OPENING STATEMENT BY SENATOR DANFORTH 

Senator Danforth. Thank you very much, Mr. Chairman. 

I think Senator Ford has said it very well. I think what we are 
facing here is the natural gas issues revisited. In my State of Mis- 
souri, Southwestern Bell, which serves our State, has requested a 
record $254,800 million rate increase. I am told by the Missouri 
Public Service Commission that this means a basic residential rate 
increase of 99 percent to 164 percent, depending on the sparseness 
of population throughout the State. 

In addition to that increase, the Federal Communications Com- 
mission's announcement with respect to long-distance access 
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charges would mean, I am told, a minimum of $2 up to $23 a 
month charge paid by telephone users in Missouri even if they did 
not use their telephone. 

Now, Mr. Chairman, I do not understand how increases of this 
sort could conceivably be in the interests of the consumer of tele- 
communications of our country, and for that reason I am pleased to 
cosponsor your legislation. 

Chairman Packwood. Thank you very much. 

Governor, you have been very, very patient. 

We will now start with our witnesses, the first being Gov. Robert 
D. Orr, of Indiana, speaking today on behalf of the National Gover- 
nors Association. Governor Orr is the chairman of the Committee 
on Transportation, Commerce, and Technology of the National 
Governors Association. It is good to have you with us. 

STATEMENT OF HON. ROBERT D. ORR, GOVERNOR, STATE OF IN- 
DIANA, AND CHAIRMAN, COMMITTEE ON TRANSPORTATION, 
COMMERCE, AND TECHNOLOGY, NATIONAL GOVERNORS ASSO- 
CIATION 

Governor Orr. Chairman Packwood, Chairman Dingell seems to 
have vacated his seat, but Members of the Senate and House of 
Representatives, I thank you very much. 

I thank you for the opportunity to appear this morning, and as 
you indicate, I do represent both the State of Indiana as well as the 
National Governors Association. I have what I hope is a brief 
enough statement to fit within your time, and I will be happy to 
answer your questions. 

On behalf of the State of Indiana and my fellow Governors 
throughout the Nation, I deeply appreciate the opportunity to 
present these comments to the honorable members of this historic 
joint hearing on universal telephone service legislation. 

The issue of assuring quality affordable telephone service to all 
American citizens demands the highest attention of the Congress. I 
strongly endorse your recognition of the immediacy and the magni- 
tude of the problem. I also applaud the expedited and unified ap- 
proach by which you are seeking to fashion an adequate statutory 
solution. Past inaction by Congress has allowed tremendous confu- 
sion and uncertainty that exists to continue until now. Because of 
past actions of the Federal Government through its judicial and ad- 
ministrative bodies, there is a potential that many segments of my 
constituency in Indiana will be without telephone service. Let me 
repeat: Totally without telephone service, because of its cost. 

Today my concern is for the elderly, the indigent, small business- 
man, and farmer, and mostly rural phone users who face the pros- 
pect of bearing the so-called full cost of local service. Many, if not 
most, cannot afford that full cost. My Hoosier constituents are not 
yet as aware of the telephone issue as they are of the natural gas 
issue. But I can assure you that as soon as the first phone bill 
comes in next winter, they will be camping on my doorstep. 

I am here to let you know and to let them know that the prob- 
lem has to be dealt with here, not back in Indiana, not in the 
States, but here in Washington. My hands are tied. Congress must 
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act, and act quickly, to regain control of this situation and prevent 
these serious problems from occurring. 

Parenthetically, let me add that natural gas is still as important 
an issue as it was when I testified before the Senate Energy and 
Natural Resources Committee last spring, and I thank Senator 
Ford for bringing the subject up. Congress is apparently not going 
to act on that serious matter. In my opinion, this is an inexcusable 
dereliction of duty. We are now 3 months closer to the date when 
natural gas bills go through the ceiling again. Once frigid weather 
hits us next winter, and consumers begin howling once more, and 
with ample justification, they will be howling very loud indeed. 

You and your colleagues in the other parts of the Congress need 
to be worrying that escalating natural gas bills and sudden large 
increases in phone bills will be arriving in people's mailboxes si- 
multaneously. Some may very likely camp on your doorsteps as 
well. 

Congress has loosened the regulatory bonds which kept the free 
market from working its will in the communications industry, and 
in turn this has permitted the introduction of products and services 
which have truly advanced the science and business of electronic 
communication. 

As a Republican Governor, I would be hypocritical to the philos- 
ophy of my party to decrie the good effects of free market econom- 
ics. The freer the market, usually the more efficient the allocation 
of goods and services. In the case of telephone service, as with 
nearly every segment of our economy, national policy must dictate 
some of the boundaries of the free market. 

I am here today to suggest that the national good requires 
boundaries to free enterprise in this case, and to support in princi- 
ple an acceptable middle ground in this question of deregulation. 
Let us have fair competition. Let us not have a cost based pricing 
system which destroys the concept of universal service. 

This Nation has the widest proliferation and saturation of tele- 
phone service in the world. This provides us a communications net- 
work that is second to none. It is of national significance beyond 
the specific benefits enjoyed by the individual user. We must not 
create barriers which reduce access to this network, for that re- 
duces the value of the network to everyone. 

In short, if necessary, we must be willing to provide basic tele- 
phone service at a price below its actual cost. I am not, however, 
prepared to support any specific proposal for a national universal 
service fund created by charging long distance charges to help 
defray the cost of local services. 

I accept the fact that Indiana residents will gain by having a 
policy that insures universal access in all States. I am concerned 
that according to the information provided to me, the national uni- 
versal service fund provided by some of the proposals would result 
in Indiana telephone users contributing no less than $12 million to 
other States. We would receive approximately $1 in return for 
every $4 that we contribute. 

I must take a strong position that in addition to providing uni- 
versal service availability, Federal legislation on this issue must 
also provide clear statutory responsibility for some State control of 
intrastate telephone rates. By doing so, you can provide a me£tns 
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for States to assist in providing additional relief if required 
through the provision of local services and thereby perhaps mini- 
mize the degree of subsidy required at the national level. 

Expanding that same analysis to five Midwestern States — Ohio, 
Michigan, Wisconsin, Illinois, and Indiana — the net outflow of reve- 
nue to help support telephone services in other parts of the country 
would be in excess of $80 million for those five States. 

I have serious reservations about that level of interstate trans- 
fers of revenue. However, I can accept the fact that some method of 
charging long distance providers to help defray the cost of local 
services would be appropriate. This is based on the idea that with- 
out a local market, long distance provides no service at all. 

Finally, any proposed legislation must include an incentive or a 
penalty to prevent the bypass of interstate or intrastate telephone 
networks. 

I am committed to making every effort to insure that every Indi- 
ana resident who desires reasonable access to telephone service will 
be able to obtain the service at a price which he or she can afford. 

As a member of the National Governors Association, I have 
taken the opportunity to attach to my specific statement a copy of 
the Association's position which they will entertain in Portland, 
Maine, next week. 

Again, thank you for your courtesy and the opportunity to ex- 
press my opinion on this issue. 

Chairman Packwood. Governor, thank you. 

We will follow the early bird rule of those who came first may 
ask questions first, and we will start with Congressman Bryant. 

Representative Bryant. Governor Orr, you referred in the first 
paragraph of your statement to past inaction by Congress which 
has allowed the tremendous confusion and uncertainty that exists 
to continue. Would you be specific about what area of inaction you 
are referring to? 

Governor Orr. This has been something which has been out in 
the country being worked upon by local telephone companies. We 
are all aware of the decisions that were made, of the divestiture 
and deregulation, and it has seemed to me for a long time that this 
was an issue which might well have been brought to the forefront 
at some earlier point. 

We are less than 6 months now from the date when this is all 
going to take place. Most telephone companies have spent a great 
deal of time trying to get themselves ready for all of this, recogniz- 
ing that they had no other alternative. 

I am simply glad that this process is being undertaken. As I said, 
it has seemed to me for some time that we should have proceded 
earlier. 

Representative Bryant. Well, you said in the next paragraph 
that **because of past actions of the Federal Government through 
its judicial and administrative bodies, there is a potential that 
many segments of my constituency will be without telephone serv- 
ice." As I understand it, and I am as new as anybody in the room 
to the issue, we are here today principally because of the fact that 
the Federal antitrust laws were enforced against AT&T. 
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Do you have or does the Governors Association have some objec- 
tion to the way those laws are written, or do you refer to some- 
thing else? 

Governor Orr. No; but what I am referring to is that decisions 
were made in the executive branch and judicial branch that have 
caused a process which is probably operating faster than everyone 
can keep up with to take place. I have no objection to the kind of 
action that is necessary under antitrust laws, but it seems to me in 
this case we are not able to keep pace with the situation, and that 
the public generally has not awakened to the seriousness of this 
issue. When it hits it is going to be a great surprise to everyone. I 
think it is high time we were working on it. 

Chairman Packwood. Congressman Leland. 

Representative Leland. Thank you, Mr. Chairman. 

Governor, let me ask you. I noted in my opening statement that I 
was particularly concerned about the consumers who live on a 
fixed income, particularly our senior citizens and the unemployed. 
Let me ask if the Governors Association has made any decision or 
provided for any solution to this problem, given that these people 
are going to be the worst hit? 

Governor Orr. There is concern about that, Congressman 
Leland. The National Governors Association has its annual meet- 
ing, as I indicated, in Portland, Maine, starting Sunday. There will 
be a discussion there. There has been little opportunity for the 
Governors Association to undertake these matters, although there 
has been conversation among us as to what elements of the popula- 
tion will be hardest hit. We will certainly do that. 

Representative Leland. Now, of course, we have already drawn 
the analogy of the problem with natural gas deregulation and what 
that would mean if we do not come up with some solution. And I 
see too that you have drawn the same analogy in your statement. 

Where on its scale of priorities, does the Governors Association 
place this issue? 

Governor Orr. We have not as yet, but I would assume that it 
will be on the individual citizens 'priority list whichever bill 
reaches their mailbox first. 

Representative Leland. Thank you, Governor. 

Thank you, Mr. Chairman. 

Chairman Packwood. Governor, do I understand you are saying 
that at the moment the National Governors Association has no po- 
sition on a particular formula? 

Governor Orr. We are going to be acting on that next week. 

Chairman Packwood. But at least you are free to say that the 
Governors want to continue the present policy of some kind of uni- 
versal service, which has been, frankly, paid for by long distance? 

Governor Orr. I think that is generally true. 

Chairman Packwood. Congressman Markey is gone. Senator 
Pressler. 

Senator Pressler. My question is directed in the same way, as to 
whether, as we look at S. 1660, it would require that all providers 
of telephone service would be required to contribute to the new 
universal service fund. What is your view or the view of the Gover- 
nors Association, I guess? If the Governors Association has not 
acted yet, I would have to ask for your view on the concept of in- 
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eluding all service providers, including private systems, in the sub- 
sidy mechanism. 

Governor Orr. Well, as I indicated in my testimony, there will be 
inequity among the States within the bill as to the degree of subsi- 
dy. In my opinion, in order to have any kind of a universal support 
among the Governors there will have to be some equity arrived at 
in terms of that subsidy, so that certain States will not bear the 
heaviest portion of the cost to the benefit of other States. That 
would be uppermost among the things that I am confident that the 
Governors will look at. 

Senator Pressler. Going back to an earlier question, you were 
mentioning that this Congress has not acted quickly enough and 
that the Federal bureaucracy has not responded. Do you expect 
that the Governors will take a position on the antitrust law that 
was the root of this thing to begin with. Governor? 

Governor Orr. I doubt that we will take that up as quickly as 
next week. It may be something to look at. Let me add that it 
seems to me that the Federal judiciary has also laid this upon all 
of us to be dealt with rather precipitously. 

Chairman Packwood. Chairman Dingell. 

Chairman Dingell. Mr. Chairman, I thank you. 

Governor, we are delighted you are here. We will certainly keep 
your comments in mind. We thank you for your presence. 

Governor Orr. Thank you. 

Chairman Packwood. Congressman Wyden. 

Representative Wyden. Thank you. Senator. 

Governor Orr, is measured service one of the options being con- 
sidered in Indiana at this point? 

Governor Orr. Yes, with a good deal of objection on the part of a 
lot of people, and probably some degree of misunderstanding. None- 
theless, there is a great deal of noise and confusion on the subject 
of measured service, particularly from among that element of the 
population that you yourself identified, older people. 

Representative Wyden. Let me ask for your own personal feel- 
ings, because I know that the Governors are meeting, as you said. I 
am very concerned about the impact of measured service on the el- 
derly. The phone is a lifeline. Many of them have nothing, literally, 
except the opportunity to talk with friends and neighbors, local as- 
sociates, and try to figure out a way to have their problems re- 
solved. 

What is your feeling about the principle of measured service on 
the elderly and small business? Those are the two groups that con- 
cern me the most. 

Governor Orr. At my request, our Public Service Commission is 
making an analysis of all of that. They are still in the process of 
doing so, still trying to reach a conclusion as to what effect meas- 
ured service will have on various elements of the population in the 
entire system. I prefer not to have to answer that question, because 
I simply do not have that information at hand. 

There is no question that the older citizens will be the hardest 
hit with measured service, and there is no question at this point 
that they have raised their voices the most loudly among the popu- 
lation. 
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Representative Wyden. Another quick question. You said that 
this problem is going to arrive on your desk later this year. You 
are going to send it back here because you think the problem — and 
I think correctly so — must be dealt with here. 

But is it not going to be the position of the Governors Association 
that the States still want to regulate intrastate rates? 

Governor Orr. Yes, I think that is appropriate. 

Representative Wyden. Thank you. 

Thank you, Mr. Chairman. 

Chairman Packwood. Congressman Swift. 

Representative Swift. Thank you, Mr. Chairman. 

I could not agree with you more that it is terribly unfortunate 
that we have not taken action in this area before. Some of us, Mr. 
Chairman, Mr. Wirth, Chairman Dingell, Tom Tauke of Iowa, Tom 
Bliley, and I, and others, tried and got stomped about as hard as 
anybody can get stomped around this place by AT&T last year. 

There is a relationship between public awareness and what in 
fact you can get done in this place, and the public awareness is in- 
creasing enormously and, as you suggest, it is going to increase a 
whole lot more when they get that first big phone bill. 

But what you can do in the leadership you obviously intend to 
provide at the National Governors Conference, to get a strong 
statement from that group would be enormously helpful to those of 
us who do not intend to get stomped this time. 

Governor Orr. Public pressure also motivates Governors, Con- 
gressman. 

Chairman Packwood. Senator Gorton is gone. Senator Lauten- 
berg. 

Senator Lautenberg. Thank you, Mr. Chairman. 

Governor Orr, I was interested in your remarks because they are 
in some ways similar to the view that I take. 

You raised a delicate point, but one which cannot be avoided. 
You know that some of the subsidy plans before us would shift rev- 
enues and subsidies among States. You point out that Indiana 
would pay $4 to get back $1. My State of New Jersey, as a point of 
information here, would under one plan receive $1 for every 57 
cents it contributes. Certainly that is not fair. 

I support a Federal role in insuring universal service for those 
people with a low income who cannot otherwise afford basic serv- 
ice. But I would oppose playing one region, or one State, off against 
another by subsidizing everybody in high-cost areas and no one in 
low-cost areas, where rates may still be too high. 

Instead, what I propose is a plan to help the poor, the elderly, 
the unemployed, again the modest-rate income or low-income 
people, whether they live in Kokomo or elsewhere, who cannot 
afford basic lifeline telephone service, that connection with the out- 
side world. In some cases, as with the elderly, it is emotionally as 
well as functionally necessary to be able to communicate with 
family and those outside. 

Do you support that kind of an approach, targeting on those indi- 
viduals who need help because of their financial distress? 

Governor Orr. There are other elements and constituencies that 
we all have which are going to be hard pressed as well — for exam- 
ple, a very large number of small business people who do not have 
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any particular reason for making long distance telephone calls and 
therefore will get in effect lower charges or, as has been pointed 
out by the Senator from South Dakota, people in sparsely populat- 
ed areas who will have a serious problem on their hands. 

I think what we are all saying in another form is, this is the way 
it has been done, although nobody has actually realized it, over a 
long span of time, that there has been a subsidization through the 
Long-Lines charges. And what has struck everybody is very diffi- 
cult to explain. I find it almost impossible to explain to people 
what is going on and why this is happening. 

You can explain natural gas and blame it on the Algerians or 
somebody, but in this case trying to explain this, particularly to a 
senior citizen, is beyond anything I have ever attempted to do. 

Senator Lautenberg. I think all of us sometimes wish we could 
put Humpty-Dumpty back together again. 

Thank you. 

Chairman Packwood. Congressman Bates. 

Representative Bates. Just getting back to the Governor's com- 
ments, I thought he was pretty hard on Congress for inaction, and 
yet I noted that the Governors and the PUC's and others have not 
taken action yet on this, and I hope they will. 

The question I have, though, is with respect to your opposition to 
universal service, a universal service fund, which I think there is 
some merit to that if it is overdone in the terms of the subsidy. But 
if you would not support that concept, how do you hope to keep 
your farm rates in Indiana down? 

Governor Orr. I think what I was driving at is that, as I under- 
stand them to be in some of the legislation that has been present- 
ed, there are inequities in terms of what portions each State would 
have to bear. I am not against the concept of the fund. 

Representative Bates. But some mechanism of at least a transi- 
tional subsidy? 

Governor Orr. Absolutely, and it would have to be some kind of 
a fund of that sort. 

Representative Bates. OK. That was not clear to me. 

Has the State of Indiana experienced rate hike requests? 

Governor Orr. On telephone charges, yes, quite frequently. 

Representative Bates. I mean since the divestiture issue. Do you 
have pending large rate hikes? 

Governor Orr. There are pending large rate hikes. We have sev- 
eral telephone companies in addition to Indiana Bell, each of whom 
either have presented or are in the process of getting ready to 
present cases. 

Representative Bates. Has Indiana Bell or the other companies — 
they do not have the measured service, I guess, that is now under 
study. Do they have a lifeline or some basic low 

Governor Orr. Not at this point. They have a measured service 
that is available to people. It has not been very widely used, howev- 
er. 

Representative Bates. If they had, as California does, a lifeline 
service for $7.50 a month, if they had something comparable to 
that, would that in your opinion be universal service, and would 
that then 
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Governor Orr. It obviously would have to be subsidized by some- 
body, and I have not made an analysis nor am I aware that our 
Public Service Commission has. 

Representative Bates. Thank you, thank you very much. 

Chairman Packwood. Congressman Whittaker. 

Representative Whittaker. Thank you, Mr. Chairman. 

Governor, would it be a fair characterization that essentially 
your testimony is that your criticism may be directed at the inac- 
tion of the Congress and that the effect of a rapid change or shift 
of burden to the consuming public is the primary concern of the 
Governors; and that, further, if we could achieve the dual goal of 
still opening the door to competitiveness in the telecommunications 
market, but do so at a gradual enough rate that the impact would 
not be severe on the consumer, phased in maybe over 5, 6, or 7 
years, then we could maybe achieve the dual goals? 

Governor Orr. It is entirely possible that it could happen th^t 
way, which is what I was aiming at when I raised the question of 
the speed with which all of this must take place. The point is, 
simply, that the public has been given very little opportunity to un- 
derstand what is happening, and that there will be mistakes made 
simply because it must be implemented against such a close dead- 
line. 

Representative Whittaker. Thank you. 

Chairman Packwood. Senator Riegle. 

Senator Riegle. Thank you, Mr. Chairman. 

Governor, let me ask you, what do you think we should be shoot- 
ing for as a monthly rate for people who are in the sort of hardship 
situation? Are we talking about, should we be shooting for $8 a 
month, $10 a month? Keep it under $10, $6? What would you say? 
What is your best hunch? 

Governor Orr. I would hesitate to try to come to a number this 
morning. I have never attempted to make an analysis of it. I would 
be happy to take the matter up with our public service commission 
and see what a proper balance would be. 

Our lowest rates in Indiana I think are slightly in advance of 
that, but I think someplace in the neighborhood of $10 or $11. So 
far I have not heard very many squawks on that level of monthly 
rate. But if it escalates and doubles, let us say, as has been indicat- 
ed, or more, this is going to be a very big hardship on a lot of 
people. 

Senator Riegle. So maybe something in the area of $10 a month 
would be just your initial reaction, recognizing again that you want 
to do more work on that and seek some advice on that? 

Governor Orr. Let me go back to answering the question that I 
answered of Mr. Whittaker. The easing in of any kind of an in- 
crease is always somewhat easier than having an abrupt matter 
take place of this kind, particulary when there has been no prepa- 
ration in anyone's mind for it. 

Senator Riegle. In my State of Michigan, we have at present a 
lifeline type service that is available to all people and which allows 
them to place up to two calls per day. I think the monthly rate is 
$4 if they stay within the two call limit, and of course any addition- 
al local and long distance calls are added to the bill on a per call 
basis. 
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And as I understand it, there are about 300,000 people in my 
State who are on that system, which strikes me as a high number 
for such a Umited service. 

Do you have anything like that in Indiana? 

Governor Orr. Not to my knowledge, although we do have a 
form of measured service where there are a certain number of tele- 
phone calls provided for within that charge. And my recollection is 
that charge is somewhere in the neighborhood of $12, $13 a month, 
varying I think throughout the State depending on the locality. My 
recollection is that theirs is something on the order of about 15 
calls. 

Senator Riegle. I just want to say, finally, that I agree with your 
point about not structuring a subsidy program in a way that some 
States are asked to carry an enormous burden to provide for sup- 
port to some other State. Senator Lautenberg has expressed that 
concern and his bill reflects that concern. 

But in some of the plans that have been proposed, Michigan, for 
example, would get a return of only $2 for every $10 that would be 
collected in the State and the remaining $8 would leave the State 
to go to subsidize service elsewhere in the country. 

I think we have to avoid that kind of situation, and whatever 
mechanism we adopt is going to have to offer more equitable treat- 
ment State to State and region to region. 

Governor Orr. If I may respond, in the national highway trans- 
portation system there has always existed some concept of donor- 
donee State. The very nature of population and geography brings 
that about. 

I applaud the Congress in the action of last December in the Sur- 
face Transportation Act of bringing more equity. 

Senator Riegle. We had to fight hard for that, as you know, and 
it did not come easy, and many States still did not get a doUar-for- 
dollar return. 

Governor Orr. Yes, but it is a vast improvement. 

Senator Riegle. I would hope that if some areas of the country 
or some States are going to need major subsidies, that rather than 
dump that burden on the more cost efficient States that may have 
other financial problems of their own, that we could develop a 
more equitable national system. However, if we need a subsidy for 
national purposes then perhaps it should be funded on a national 
basis, and the responsibility not be merely passed on to the States 
with little regard for each State's ability to support an adequate 
subsidy of its own. 

I thank the chairman. 

Chairman Packwood. Senator Ford. 

Senator Ford. Thank you, Mr. Chairman. 

Let me ask you a question about your statement. In it you refer 
to your party, and you would be a hypocrite to the philosophy of 
the party if you did not support the free market concept. The same 
paragraph, you said, '1 am here today suggesting the national good 
requires boundaries to free enterprise, and particularly in this 
case." 

Why is it so important here, and not to paint it with a broad 
brush, that you relate it to the free enterprise system that has all 
the competition? 
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Governor Orr. As I think I may have answered a comparable 
question from you, sir, when I appeared before the Energy and 
Natural Resources Committee 

Senator Ford. Your memory is about as good as mine. 

Governor Orr. It seems to me in this situation that there needs 
to be a protection of the consumer for a period of time, but not per- 
manently. There needs to be an easing in, so that there can be time 
given for all the considerations that need to be undertaken, as well 
as to simply ease the financial pressure. 

Senator Ford. So you are saying that you want a phased-in situa- 
tion rather than an abrupt change? 

Governor Orr. Yes. 

Senator Ford. In your next paragraph you also say that we must 
be willing to provide basic telephone service at a price below actual 
cost. How are you going to ask private enterprise to provide service 
below actual cost unless they are able or we as an institution tax 
or work out some other system here to collect some money to put 
in the pot to give to somebody else? How else can we do it? 

Governor Orr. We were doing it as a nation by the subsidy pro- 
vided by long distance charges. 

Senator Ford. OK. But we could not get an answer from AT&T 
as to what that charge was back then. Now we know they were 
charging an excessive amount for long distance, and they were sub- 
sidizing residential rates. But back then we could not get the facts 
and the figures and the documentation, which somehow, lo and 
behold, has arrived. 

Now, as January approaches, AT&T is going to be broken up and 
we need more money. Your State is getting big ones and so is mine. 
They have been subsidizing residential rates. It is a surprise. It 
abruptly was brought before us where we could see it. 

Governor Orr. We learn a good many things as we go along. Sen- 
ator, I agree. And I think in this case there needs to be temporarily 
a period of time — I am not here to indicate exactly how long. That 
is something I think that comes out of hearings and deliberations 
in the Congress. I think that there needs to be an easing into what- 
ever the new period might be, and I believe under those circum- 
stances we will see the free market system work effectively. 

Senator Ford. How can we initially, then, work out a system so 
that we can provide telephone service at below actual cost? 

Governor Orr. Only through some kind of subsidization. 

Senator Ford. Either from industry or from the Government as 
it relates to the charge? 

Governor Orr. Presumably, those that are likely to be benefiting 
on one side of the issue would be those who would be subsidizing on 
the other side. 

Senator Ford. That is right, those who have given to those who 
have not. 

Governor Orr. On a temporary basis. 

Chairman Packwood. Senator Danforth. 

Senator Danforth. Governor, you have talked about the coming 
public reaction to very high increases in telephone bills. We in the 
Congress deal with a large part of the problem when we deal with 
cross-subsidies, with access charges, and with the principle of uni- 
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versal service. We cannot, however, deal with absolutely holding 
people harmless against any rate increases at all. 

It seems to me as we enter into this consideration that it is im- 
portant not to overpromise what we in the Congress can do. Even 
those of us who support Senator Packwood's bill would not want to 
represent that there is going to be a total freeze on telephone rates 
or services, just as there is not a total freeze on anything else in 
the economy. 

Is it your view that the coming uproar would be resolved by miti- 
gating the very rapid projected increases of phone costs, or would it 
be necessary to hold people absolutely harmless against any in- 
creases? ? 

Governor Orr. I think it is a temporary situation more than it is 
one of the long term, and I think it would be probably improper to 
hold harmless, and it certainly is wrong to hold that out as a likeli- 
hood. 

It is, in my opinion, in the interest of the public, and in the in- 
terest of the workings of government, to ease this situation which 
stares us in the face. My plea is that we recognize that fact and 
take effective action so that it will not be something that besets the 
Nation all of a sudden and that it will not be something that cre- 
ates a very serious problem, let us say, from the standpoint of our 
economic recovery. 

That was also one of my pleas so far as the natural gas situation 
was concerned. It is something which this coming winter is going to 
be more serious than the previous winter, simply because the 
weather is likely to be colder, and we have a combination of all of 
these factors, to say nothing of cost increases in electric rates. The 
consuming public will most certainly make their point of view 
known. 

Senator Danforth. Thank you. 

Chairman Packwood. Congressman Oxley. 

Representative Oxley. Thank you, Mr. Chairman. 

Governor, the average telephone bill in this country is $11 a 
month, and the chairman of the House Telecommunications Sub- 
committee, as well as other people, have estimated that over the 
next decade those basic rates will probably double. Does that strike 
you as excessive? 

In the near term, that is an average of $11 a month. Does that 
progression to doubling, say to $22 in the next 10 years, strike you 
as particularly excessive? 

Governor Orr. I think it will depend a great deal upon inflation. 
There are a great many costs that we have experienced today that 
are constantly surprises to us because of the fact that they are 
double what they were 10 years ago. 

Representative Oxley. A lot of those, almost all of them. 

Governor Orr. But we experienced unusually high inflationary 
conditions during a good deal of that period of time. If we are able 
to throttle inflation, I would question whether those figures would 
be accurate. But I have no means by which to know what the costs 
of the equipment and things of that kind, as well as the advance in 
technology, might add to the burden. 

Representative Oxley. Well, does the cost of telephone service 
where you can have a telephone in your house and reach almost 
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an3rplace in the world at a cost of 30 cents a day, strike you as ex- 
cessive? 

Governor Orr. No. As a matter of fact, there have been many 
comparisons drawn between the services provided by the telephone 
companies, both basic service and long distance over the years, and 
the cost to the public of the U.S. Postal Service. In every instance, 
the telephone industry has shown like a giant by comparison to the 
U.S. Postal Service's efforts to stay alive with unbelievable in- 
creases in costs to the consumer. 

I think what we are looking at is a situation, as I have said 
before, where divestiture is bringing about changes being made 
very, very rapidly, where unfortunately I believe there could be 
some mistakes made, but, in addition to everything else, enough 
time allowed in which to readjust to the kinds of free flow of the 
market that can help to bring some costs in line. 

Representative Oxley. Thank you. Governor. 

Chairman Packwood. Senator Gorton, do you have any ques- 
tions? 

Senator Gorton. No questions. 

Chairman Packwood. Governor, thank you very much. You were 
very patient to stay this long. 

Governor Orr. I appreciate greatly your interest and wish you 
well. 

Chairman Packwood. Thank you. 

Governor Orr. We understand that 50 Governors have equally as 
much difficulty in controlling the costs of various utilities as this 
Congress. 

Chairman Packwood. Well, I would be surprised if 50 Governors 
could come up with one formula which will satisfy them all. 

[The statement follows:] 

Statement of Hon. Robert D. Orr, (jovernor of Indiana on Behalf of the 
National Governors' Association 

On behalf of the State of Indiana and my fellow Governors throughout the 
Nation, I deeply appreciate the opportunity to present these comments to the honor- 
able members of this historic joint hearing on universal telephone service legisla- 
tion. The issue of assuring quality, afrordable telephone service to all American citi- 
zens demands the highest attention of the Congress. I strongly endorse your recogni- 
tion of the immediacy and the magnitude of the problem. I also applaud the expedit- 
ed and unified approach by which you are seeking to fashion an adequate statutory 
solution. Past inaction by Congress has allowed the tremendous confusion and un- 
certainty that exists to continue. 

Because of past actions of the Federal Government, through its judicial and ad- 
ministrative bodies, there is a potential that many segments of my constituency will 
be without telephone service. Today my concern is for the elderly, the indigent, the 
small businessman and rural phone users who face the prospect of bearing the so- 
called full cost of local service. My Hoosier constituents are not yet as aware of the 
telephone issue as they are with the natural gas issue. But, I can assure you that as 
soon as that first phone bill comes in they will be camping on my doorstep. I'm here 
to let you know, and to let them know, that the problem has to be dealt with here. 
My hands are tied. Congress must act, and act quickly, to regain control of this situ- 
ation and prevent these serious problems from occurring. 

Parenthetically, let me add that Natural gas is still as important an issue as it 
was when I testified before the Senate Energy and Natural Resources Committee 
last spring. Congress apparently is not going to act on that serious matter. In my 
opinion, this is an inexcusable dereliction of duty. 

We are now 3 months closer to the date when natural gas bills go through the 
ceiling again once frigid weather hits us next winter and consumers begin howling 
once more — and with ample justification. 
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You and your coUegues need to be worrying that escalating natural gas bills and 
sudden large increases in phone bills will arrive in people's mailboxes simultaneous- 
ly. 

Congress has loosened the regulatory bonds which kept the free market from 
working its will in the communications industry. And in turn, this has permitted 
the introduction of products and services which have truly advanced the science and 
business of electronic communication. As a Republican Governor, I would be a hypo- 
crite to the philosophy of my party to decry the good effects of free market econom- 
ics; the freer the market, the more efficient the allocation of goods and services. In 
the case of telephone service, as with nearly every segment of our economy, nation- 
al policy must dictate the boundaries of the free market. I am here today to suggest 
the national good requires boundaries to free enterprise in this case. And to support, 
in principle, an acceptable middle ground in this question of deregulation, let us 
have fair competition. Let us not have a cost-based pricing system which destroys 
the concept of universal service. 

This nation has the widest proliferation and saturation of telephone service in the 
world. This provides a communication network that is second to none, and is of na- 
tional significance beyond the specific benefits enjoyed by the individual user. We 
must not create barriers which reduce access to this network, for that reduces the 
value of the network to everyone. In short, if necessary we must be willing to pro- 
vide basic telephone service at a price below its actual cost. 

I am not, however, prepared to support any specific proposal for a national uni- 
versal service fund created by charging long distance carriers to help defray the cost 
of local services. This is based on the idea that without a local market, long distance 
provides no service at all. I accept the fact that Indiana residents will gain by 
having a policy that assures universal access in all States. I am concerned that, ac- 
cording to information provided to me, the national universal service fund provided 
by some of the proposals would result in Indiana telephone users contributing no 
less than $12 million to other States. We would receive approximately $1 in return 
for every $4 we contributed. Expanding that same analysis to five Midwestern 
States, (Ohio, Michigan, Wisconsin, Illinois, and Indiana) the net outflow of revenue 
to help support telephone services in other parts of the country would be in excess 
of $80 million. I have serious reservations about that level of interstate transfers of 
revenue. 

I must take a strong position that, in addition to providing universal service avail- 
ability. Federal legislation on this issue must also provide clear statutory respjonsi- 
bility for State control of intrastate telephone rates. By doing so you can provide a 
means for States to assist in providing additional relief, if required, to the provision 
of local services, and thereby perhaps minimize the degree of subsidy required at 
the national level. 

Finally, any proposed legislation must include either an incentive or a penalty to 
prevent the bypassing of the interstate telephone network. 

I am committed to making every effort to insure that every Indiana resident who 
desires reasonable access to telephone service will be able to obtain that service at a 
price which he can afford. 

As a member of the National Governors' Association, I have taken the opportuni- 
ty to attach to my speciflc statement, a copy of the Association's position. 

Again, thank you for your courtesy and an opportunity to express my position on 
this issue. 

Adopted by NGA Committee on Transportation, Commerce and Technology- 
August 1983 

communications 

The National Governors' Association urges Congress to review national telecom- 
munications policy. NGA supports timely revision of the Federal Communications 
Act of 1934 to reflect the following concerns: 

1. Reafflrm the original purpose of the act, giving priority to the objective of pro- 
viding universal telephone service on a basis that ensures high-quality service at 
reasonable rates to the users of residential telephone service. 

2. Provide for the design and management of the nationwide telecommunications 
network as a unified national resource with emphasis on maintaining quality serv- 
ices to all areas of the country at reasonable rates. 

3. Provide that future technological advances in telecommunications be made 
available to all classes of customers and to all areas of the country whenever possi- 
ble. 
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4. Provide for more effective participation by state regulatory commissions in the 
development of telecommunications policy, particularly as it relates to all matters 
affecting residential and local exchange services. 

The Governors urge Congress and the Administration to closely monitor the ef- 
fects of the divestiture of AT&T to provide for the equitable and timely implementa- 
tion of the settlement agreement; to ensure that high quality universal telephone 
service is available to all areas of the country at reasonable rates and that a 
healthy competitive environment is promoted in the telecommunications industry. 

5. Provide for a strong role for the states and local governments in regulating the 
cable television industry to ensure quality service at reasonable rates to subscribers. 

NGA opposes premption by the federal government of state and local authority to 
regulate the cable television industry through their intrastate common carrier and 
franchising powers. 

The cable industry has not demonstrated that current state and local regulations 
have restrained its ability to grow and earn a reasonable profit. No individual seg- 
ment of the telecommunications industry should have significant economic advan- 
tage over the competing interests. The Governors believe that federal preemption of 
state authority should be adopted only as a last resort. 

Chairman Packwood. Next we will hear from the Chairman of 
the Federal Communications Commission, Hon. Mark Fowler. Mr. 
Chairman. 

STATEMENT OF HON. MARK FOWLER, CHAIRMAN, FEDERAL 
COMMUNICATIONS COMMISSION, ACCOMPANIED BY JACK D. 
SMITH, CHIEF, COMMON CARRIER BUREAU; AND CARL D. 
LAWSON, ACTING CHIEF, POLICY AND PLANNING DIVISION 

Mr. Fowler. Mr. Chairman and members of the committees: I 
welcome the opportunity to appear before you today to address our 
mutual concerns about the affordability of telephone services, the 
continued health and vitality of the telecommunications industry, 
and the social and business activities which rely upon telecommu- 
nications. 

With me today, on my right, is Jack D. Smith, Chief of our 
Common Carrier Bureau; and on my left, Carl D. Lawson, who is 
Acting Chief of the Bureau's Policy and Planning Division. 

In my prepared testimony, which with your permission I will be 
submitting for the hearing record, I go into detail on the impor- 
tance of emerging policies in this ever-changing industry, and I ad- 
dress the specifics of the FCC's access charge decision as we defined 
it yesterday. I highlight the concomitant ch€mges in the jurisdic- 
tional separations being considered cooperatively by the FCC and 
by the state commissioners on the Joint Board, and I discuss my 
concerns regarding possibly undesirable effects of various legisla- 
tive proposals that are now being considered. 

I will not repeat these detailed comments now, Mr. Chairman. 
Rather, my oral remarks I would like to use to emphasize five 
main points: 

Point No. 1, first, that the FCC is committed to achievement of 
the same goals as are expressed in the various bills that are before 
you right now. Any differences relate solely to the means of achiev- 
ing these goals and not to the goals themselves. 

The touchstone of the Commission's treatment of access charges 
and related matters is the Communications Act, a directive from 
Congress which wisely states the multiple objectives that telecom- 
munications service should be available "so far as possible to all 
the people of the United States" and should be "a rapid, efficient, 
nationwide service, with adequate facilities at reasonable charges." 
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We take these objectives very seriously. In formulating our 
access charge and related jurisdictional separations proposals being 
fashioned in cooperation with the States, we have carefully sought 
to achieve an appropriate balancing among these somewhat com- 
peting objectives. 

Second, the genesis of the various bills before you is the concern 
that the rate hikes now being sought for state-regulated telephone 
services will increase the price of telephone service so much that 
many subscribers will be forced to discontinue service. While we 
too are committed to avoiding any such result, in our decisions we 
have taken into account rate impacts on all consumers and we 
fashioned long transition plans to insure against rate shock. 

Moreover, yesterday, in response to concerns articulated by the 
State of Michigan, we instituted an investigation to examine com- 
prehensively the facts surrounding the recent rash of proposed tele- 
phone rate increases in the States. We will release a report on this 
issue before the end of the year. Thus, if further actions appear 
warranted to alleviate an impact from our decisions, we will be in 
a position to act and act quickly. 

We also reviewed our access charge decision yesterday and fur- 
ther eased the transition, thereby eliminating the end user usage 
charges which had been contemplated and reducing the flat charge 
upon residential users from a minimum $2 in the first year per 
month to a maximum $2 for the year 1984. 

Thus, it should be apparent that the access charge decision will 
have only a minimal effect upon consumers and there will be no 
excuse for the large rate hikes sought before many state regulatory 
bodies. It should be obvious, for example, that the Commission's $2 
access charge cannot be used as justification for the $20 rate hike 
that Southwestern Bell is seeking in Texas. 

Accordingly, I would recommend that Congress stay its hand 
until it can review the results of our yearend investigation of the 
State rate situation. If corrective action appears warranted, then it 
can be enacted during 1984, when the actual effect upon subscrib- 
ers will be $2 a month or about 7 cents a day. 

What is at issue here is how to split the cost of telephone service 
between long-distance and local service, the cost of the loops and 
the wires and the terminal equipment that the subscriber uses. In 
other words, what I am basically talking about is the wire that 
goes from the business or home to the telephone office. 

In the past, the recovery of these costs has been buried in long 
distance rates. What we are trying, through the access charge deci- 
sions, is to expose those costs to view so that each person who bene- 
fits from the use of these facilities will pay their costs alone. 

The access charge plan will yield significant benefits to the 
public and our country in the form of reduced long distance rates. 
It may gain greater acceptance across the country than many cur- 
rent critics would suppose. We believe that the plan provides the 
foundation for this country's growth into a very new and exciting, 
we think, and promising information age, and will stimulate com- 
munication activity and will create thousands of more jobs, spawn 
countless new industries, and improve greatly our national produc- 
tivity and international trade position. 



Digitized by 



Google 



64 

No. 3, the FCC is committed to a careful monitoring of the poten- 
tial and the actual effects of access charges on the relative univer- 
sality of telephone service, which as I said at the beginning of my 
testimony is the goal that we too share. We have adopted phasing- 
in procedures over a 6-year period which will facilitate this moni- 
toring, and we retain the flexibility to refine or modify the plan if 
undesirable effects occur on the wide availability of telephone serv- 
ice, on competition, or on service efficiency. 

The telecommunications industry is fast changing and dynamic, 
and new technologies and service offerings are the everyday norm. 
Flexibility is absolutely required, because without it the industry 
may be artificially restricted, depriving the people of our country 
of many enormous benefits which otherwise will be realized. 

Fourth, as I am sure you recognize, regulatory initiatives such as 
the legislative proposals under consideration today must be con- 
sciously sought out to avoid any unintended effects or results. Since 
legislation, once in place, is very difficult to offer, all the more care 
we believe must be given to insure that the legislation is workable 
and sound from both the shortrun and long-term perspectives. 

We would caution against proposals which are too heavily 
weighed in favor of maintaining current rates and service arrange- 
ments, which might thereby inhibit the natural and dynamic 
growth industries and tendencies in our magnificent telecommuni- 
cations industry. 

Alternatives to carriers' offerings have long been available to 
subscribers and they have benefited from these many alternatives. 
I am speaking here of alternatives such as private microwave sys- 
tems, domestic satellites, cellular and land mobile radio, new point 
to multipoint uses of excess capacity on broadcast facilities, and of 
course cable and optical fiber transmission systems. 

We believe that the benefits of new entry, competition, and con- 
sumer choice should not be ignored or penalized in favor of ineffi- 
cient pricing systems. The cost of such a policy on the domestic 
economy and on the international competitiveness of the United 
States is simply too high. 

Last, it is important to recognize that the FCC's access charge 
plan does address the very goals which are at the heart of the sev- 
eral bills before you. Telephone service in high-cost areas, typically 
rural areas, will be supported under the access charge plan and 
under cooperative Federal and State regulatory procedures which 
have been recommended by a Federal-State joint board. 

Phase-in procedures to minimize dislocations to residential sub- 
scribers are in place and will be carefully monitored to insure that 
the wide availability of telephone service is not affected. A decrease 
in long distance usage charges will be brought about by the move- 
ment toward equality of access payments by other common carri- 
ers, by use of surrogate surcharges on private lines, and by short 
phase-in procedures for business subscriber access charges. 

Importantly, the access charge plan also establishes a procedure 
whereby exchange carriers can seek waiver of the subscriber's flat 
charges in order to accommodate lifeline type services. Thus, States 
will be able to maintain targeted support of telephone services for 
the poor and the elderly and others who would otherwise be unable 
to continue the service. 
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In summation, I would observe that the bills before you will not 
cure the difficult problems which are perceived as a result of pro- 
posed telephone rates around the country. Telephone rates may be 
increasing, but the access charge plan is not the principal reason, 
and reversal of that plan would not cause these increases to evapo- 
rate. 

We would also urge caution to insure that any legislation adopt- 
ed not diminish the benefits of competition, innovation, new entry, 
and efficiency which are being realized to an ever-increasing 
degree. In any event, we certainly recognize that ultimately the 
policy is in the hands of the Congress and not of the Federal Com- 
munications Commission. I would hope that the Congress would 
carefully consider at this time whether any legislative remedy is 
warranted. 

If you do ultimately decide that one is warranted, we, of course 
would offer the services of our Commission and staff to assist you 
in any manner you see fit. 

Thank you, Mr. Chairman. 

Chairman Packwood. Thank you, Mr. Chairman. 

Several people have asked what our plans are about lunch. I 
have talked with Chairman Dingell. We will meet right through 
lunch in the hopes of finishing up by about 2 o'clock this afternoon. 

Following again our early bird rule. Congressman Bryant has re- 
turned from his vote and he is first up. 

Representative Bryant. Thank you. Chairman Fowler. 

I wanted to ask you first if it is or is not true that under existing 
network configurations the local operating companies provide 
AT&T with an access to the local exchange which is superior in 
quality to the access provided to AT&T's long distance competition? 

Mr. Fowler. Yes, that is true, and it has been recognized. 

Representative Bryant. I also understand that this superior in- 
terconnection enables the local operating companies to provide ad- 
ditional services to AT&T and enables AT&T to provide additional 
services to its subscribers. Could you describe some of those bene- 
fits they receive by means of that superior interconnection? 

Mr. Fowler. Excuse me a second here, sir. 

I will ask Jack Smith to handle this. 

Mr. Smith. I think you are referring to the differences in inter- 
connection between what the other common carriers receive and 
what AT&T receives. 

Representative Bryant. That is right. 

Mr. Smith. The differences include things like MCI, for example, 
is considered another common carrier. They might have to dial 22 
numbers if you are a customer using MCI service to get long-dis- 
tance, a long-distance number, while you might only have to dial 9 
numbers to use AT&T. Is that the kind of differences you are 
speaking of? 

Representative Bryant. Yes, there are others, are there not? 

Mr. Smith. Yes, answer supervision that AT&T would get and 
that the OCC's would not get, and there are other differences in 
interconnection which do contribute to AT&T having what we have 
considered to be a premium interconnection over what the OCC's 
get. 
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Representative Bryant. In terms of competition for long dis- 
tance, the advantage there would translate into substantial value 
for AT&T, would it not? 

Mr. Fowler. Yes, indeed, sir. And in our access charge decision 
we specified that AT&T has to pay more because of those differ- 
ences for the interconnection. 

Representative Bryant. I have no more questions. Thank you. 

Chairman Packwood. Congressman Leland. 

Representative Leland. Thank you, Mr. Chairman. 

Mr. Fowler, there has been much discussion about whether the 
FCC's access charge plan is an economically efficient pricing 
scheme. But won't the value of the telephone network decline if 
consumers are unable to pay the flat charge and leave the net- 
work? Doesn't universal service have a very real economic value to 
our largest telephone users, and should they not pay for assuring 
continued universal service? 

Mr. Fowler. I certainly agree with you, Mr. Leland, that univer- 
sal service is very important. And yes, obviously the value to each 
subscriber of the network is enhanced to the extent that we have 
true universal service, that is, the greatest number of people on the 
network. So I certainly agree with that. 

What we are attempting to do, what we have tried to do in our 
access charge decision, is to make sure that universal service is 
protected through our universal service fund, through our monitor- 
ing efforts, through a very long transition that goes through 1989, 
and with a decision to be made as a safety valve in 1986 as to 
whether we want to go forward with the transition further or 
whether we want to evaluate everything at that time, plus provi- 
sions providing for lifeline services if the States apply for waivers. 

In addition, so that we make sure that we will continue to have 
universal service, that transition period can give the Congress the 
time it needs, should we need to establish a fund to target poor 
people or elderly people. As the access charge schedule proceeds, it 
will give the Congress time to set up that fund and target those 
needy individuals, as you yourself I think had observed when you 
had joined in introducing certain legislation which you spoke of 
earlier. 

So we make sure that subsidies are not being visited on every- 
one, whether they need it or not, which is our present system, but 
rather that we make sure that people who really do need those as- 
sistances will be able to get them. 

Representative Leland. What effect would the FCC's access 
charge order have on the total telephone bill paid by subscribers? 

Mr. Fowler. Well, we have specified a schedule of changes. In 
1984 it would provide for an end-user charge, flat charge of $2 per 
month. That goes to $3 in 1985, and then it goes to $4 in 1986. 

But in 1986 we have specified that we will then look at what has 
happened and the impact of this, before deciding whether we are 
going to proceed further. It ultimately winds up a total of $6 at the 
end of 1989, so that in 1987, 1988, and 1989, if we were at $4 in 
1986 you would do a third of $2 in 1987, increase a third in 1988, 
and a third in 1989. 

So that in 1989, assuming that we had found that in 1986 there 
was no undue impact on the universal service, we would have a $6 
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flat charge. But long-distance rates, I should add, we estimate 
would be down about 35 to 40 percent. 

Representative Leland. One last question. What studies has the 
CJommission done to identify those who would gain under this plan 
and those who would lose? 

Mr. Fowler. Carl, do you want to answer that? Maybe Tom 
might want to. i 

Mr. Lawson. I do not believe that there is a study specifically of 
who gains or loses in terms of telephone rates themselves. I think 
the underlying assumption is that the distortions from departing 
from what the economics would dictate impose indirect costs 
throughout the economy, and that the country as a whole would 
benefit by getting to cost-based pricing. 

Representative Leland. Thank you, Mr. Chairman. 

Chairman Packwood. Very quickly, Mr. Chairman, the figure is 
normally bandied about of $9 billion or $10 billion as the present 
surcharge on long distance, if you want to call it that, that is then 
used to subsidize residential and rural rates. Is that roughly an ac- 
curate figure? 

Mr. Fowler. You are talking about the subsidy on long distance? 

Chairman Packwood. Yes. 

Mr. Fowler. It is about, I believe, $11 billion, $10.7 billion. 

Chairman Packwood. Now, in your statement you indicate the 
Federal Communications Commission acts under a congressional 
mandate, and you read the directive, "to provide service so far as 
possible to all the people of the United States," and "it should be a 
rapid, efficient, nationwide service with adequate facilities at rea- 
sonable charges,'' correct? 

Mr. Fowler. Yes, sir. 

Chairman Packwood. And indeed, you are a creature of Con- 
gress and you are to attempt to administer in this case the tele- 
phone laws in accordance with what you think Congress has in- 
tended. 

Mr. Fowler. With true fidelity, yes, sir. 

Chairman Packwood. Is it also true that the consent decree be- 
tween AT&T and the Justice Department has nothing to do with 
your long-distance charges? 

Mr. Fowler. You mean with the access charge decision? 

Chairman Packwood. You can put the access charge in if you 
want. But the consent decree in no way limits your ability to 
decide what you are going to charge for long distance? 

Mr. Fowler. Yes, sir. 

Chairman Packwood. So that any allegation that the rates are 
going up or going down, long-distance rates, because of the consent 
decree is simply a misplaced allegation? 

Mr. Fowler. Largely that is so, yes, sir. 

Chairman Packwood. Now, for years you have followed this 
policy of subsidizing rural and residential rates with long-distance 
charges, acting on what you thought was Congress mandate, and 
Congress never said an3i;hing. We seemed reasonably happy with 
it. 

What has given you the impression that Congress has changed 
its mind as to what we want you to do? 
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Mr. Fowler. That is a very good question, Mr. Chairman. I prob- 
ably should engage in just a little history here. Back after the 
Second World War, as the costs of local service started to rise — we 
had ^ome inflation at that time — a decision was made by the regu- 
lators, who were then at the FCC and the State people, to begin to 
hold local service down, which essentially had been the flat rate 
which had been paid back then and essentially took care of the cost 
of local service. 

They started to load more of a subsidy on to long distance, and 
they were able to do this and essentially, if you will, get away with 
it for years and years and years, because technologies kept driving 
the costs of long-distance service down. So you could continue to 
load more subsidies on to local service. 

But what has happened, beginning in the late, perhaps in the 
midseventies — we are not exactly sure when, but increasingly so, 
certainly, now in the early eighties — is that with these gigantic 
subsidies that were built up or created over a period of time on 
long distance, up to about, I guess 15 cents a minute now that you 
pay on both ends when you make long-distance calls in the form of 
a subsidy, that goes to help other folks keep their local service 
down. With new technologies coming on board that were very effi- 
cient, businesses and other large users of the great long-distance 
network said, hey, what we are going to do is construct systems 
here, because we can do this a lot more cheaply than carrying this 
tremendous subsidy now that is built into the long-distance rates. 

So we got into a very real concern about b3rpass, where you set 
up alternative systems to bypass the local exchange and thereby 
escape paying the subsidy. And I believe — and the evidence, al- 
though admittedly it is anecdotal — we see instance after instance 
of gigantic systems either being planned for now by businesses or 
actually under construction, particularly in large major cities, 
where they are b3rpassing the local exchange and avoiding having 
to pay those subsidies. 

Chairman Packwood. Could not your policy just as well have 
been that we will bring into the system those that are attempting 
to b3rpass it and continue the subsidy? 

Mr. Fowler. I just want to say one thing before I answer that, 
sir. Had we not acted, we believe, if they go off the network and do 
not pay that subsidy over a period of time, it is apparent to us that 
we will wind up with all of those costs still having to be paid by the 
folks who remain on the network, and in turn that will drive more 
businesses off the network. And we could wind up down the road 
with a network that is very seriously injured or affected, and 
maybe even seriously impaired, maybe even threatened. 

Now, your question is, could you somehow prevent them from 
going off? 

Chairman Packwood. Well, if not prevent them from going off, 
simply finding a way to charge them even when they are off. Call 
it a spectrum fee, call it what you want. The fact that they go off 
the wire does not necessarily mean they are beyond your reach. 

Mr. Fowler. Yes, I understand that. I think you have got to be 
careful when you do that, sir, because I am thinking of some of the 
technologies that have come about as a result of new technologies. 



Digitized by 



Google 



69 

For example, a lot of companies have had private microwave sys- 
tems that they have built that are very efficient. Gteneral Motors is 
one, for example, that has made great use of a private system, and 
others, to hold their costs down. 

If you load too much of a tax, or whatever you want to call it, on 
that, you may discourage the implementation of economically effi- 
cient means of private communication or new technologies. In 
effect, what you are doing is, if the tax is sufficiently large, pre- 
cluding b3rpass, but also discouraging the introduction of new tech- 
nologies. 

And I think that means that you then give a monopoly to the 
local exchange, and there is nothing competing with it to provide 
service on a local basis there that is through new technologies 
which may be more efficient and ultimately can keep the costs of 
goods and services that our people pay for down much further. 

Chairman Packwood. Let me ask this one question. I am over 
my time. 

Did anybody from Congress come and talk to you, however, and 
say, we want to get rid of this old system we have had where we 
have subsidized residential and rural rates with long distance? Did 
Chairman Dingell or Chairman Wirth or Chairman Goldwater or 
Senator Ford come and say we think the system we have used for a 
good many years ought to be changed? 

Mr. Fowler. No, sir, nobody did one way or the other. But I do 
believe, and indeed the entire Commission felt, the three Demo- 
crats and four Republicans, unanimously believed that had we not 
acted we ran the risk of seeing the destruction of our great nation- 
al network, as more and more companies got off the system. 

And they are the ones, because of their great use, that have pro- 
vided the greatest support for that system through the revenues 
that have bieen charged to them. 

Chairman Packwood. Congressman Markey. 

Representative Markey. Thank you, Mr. Chairman. 

Mr. Chairman, how do you see a subsidized lifeline service rate 
as an answer to the problems that the urban poor, the elderly, the 
disadvantaged, face their very real difficulties in attempting to pay 
for their phone bills? If the national average for phone bills is $20 
a month, subsidies to limit rates to $30 a month in high-cost areas 
do little to help those who cannot afford even the first $20, don't 
they? 

&) would you agree that some additional mechanism, like lifeline 
service, will be required to help protect those people at the lower 
end of the economic spectrum? 

Mr. Fowler. Mr. Markey, that is certainly one option, a lifeline 
service, and that could be also offered in conjunction with a target- 
ed subsidy, which I spoke to Mr. Leland about earlier, to assure 
that those people can have service. 

Also, there is a possibility of measured local service as well. So 
there €u*e some options there, because we want to make sure that 
all of the people in our country are able to have telephone service. 

Representative Markey. So are you seriously looking at meas- 
ures to encourage lifeline services? 

Mr. Fowler. Well, we are providing that the States, if they want 
waivers of the flat charge provisions, may seek them in order to 
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permit needy people to be able to have lifeline service and not have 
the end charge put on them. 

Representative Markey. Thank you. Now, a number of rural 
telephone companies oppose the Joint Board's plan and argue that 
there ought to be more of a subsidy to rural areas. A number of the 
bills also propose a larger subsidy to rural companies. 

My bill, as you know, adopts the Joint Board's subsidy formula. 
But what would such a larger subsidy, such as that proposed in S. 
1660, actually cost? Who would pay for the subsidy? 

Mr. Fowler. That would again be a subsidy on long distance. It 
would be loaded on long distance, and we think that is right. And 
we provided for that, sir, in our decision. We had the universal 
service fund, which is specifically designed to kick in any time the 
costs of telephone service, the average, is 15 percent above the na- 
tional average. 

So that we can protect those rural, typically high-cost service 
areas from undue increases which otherwise would occur. We think 
that is a good national policy. That is about 2 cents a minute that 
we think it would be good national policy to continue to have the 
long distance users pay to protect the rural subscribers. 

Chairman Dingell. Would the gentleman yield to me? 

And I thank him, and I will yield him some of my time. 

Mr. Chairman, isn't the FCC's program just moving a large part 
of the charges from the long distance users under circumstances 
which will increase local access charges, and actually encourage 
b3rpass? 

Mr. Fowler. No, sir. 

Chairman Dingell. I must respectfully differ. But I thank the 
gentleman for yielding. 

Mr. Fowler. We do not think that will be the case. Right now we 
have folks, when they use their long-distance phone and talk for 10 
minutes, they pay $1.50 to another fellow down the street for that 
local line that goes from his house to the central office even if he 
does not make any long-distance phone calls that month, never 
mind whether he is needy or not. 

What we are saying is, does it not make more sense to bring that 
subsidy out so that he pays what you pay for long distance and vice 
versa and he pays what you pay for his loop from his house to the 
central office. And for those who cannot afford, we do need, clearly, 
to have a targeted subsidy. And that money could be a fairly rea- 
sonably sum, we hope, and a lot less than the kinds of money we 
are imposing now on the long-distance system. 

I guess what we are saying is that if you can eliminate that sub- 
sidy, that hefty load on long distance, there are going to be a lot of 
initial benefits. We are going to see lower priced goods and serv- 
ices, people brought closer together because more phone calls are 
made, lower long-distance rates — we estimate at the end of 1989 35 
to 40 percent — the creation of new businesses and industries, more 
computers talking to computers, the creation of new jobs, which is 
important to our country and to our American men and women. 

And it goes directly to the kind of life they are going to have. It 
will increase productivity because businesses will be able to make 
better use of long distance for marketing. Instead of sending sales- 
men out, you can have telemarketing. Small businesses will be able 
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to use computers to tap into data banks and do things that small 
businesses cannot do now, because it will be cheaper to do it. 

Businesses will have more flexibility in where they locate. I wish 
that Senator Pressler was still here, because that means they can 
locate in his State much more easily now because long distance 
puts them in touch with everjrwhere they need to go. 

It will also improve our international trade position and I think 
also strengthen our domestic industries against international com- 
petitors operating in our domestic market. And all of that because 
we are shifting a modest cost, which most pay anjrway in long dis- 
tance over to the true user, that is, the fellow who is having that 
vrtre dedicated to his use. 

Again, as Mr. Markey and Mr. Leland particularly have talked 
about, it is also possible to preserve the universal service through 
the targeted subsidies mechanism. 

Representative Markey. Mr. Chairman, could I ask unanimous 
consent to ask one additional question, so I will not have lost my 
thread of thought? 

Do you believe that the Joint Board action needs to be further 
modified to give additional help to rural users, or do you believe 
that what has already happened is adequate? And if not, will not 
the additional help put a real burden on those urban users in 
trying to make that additional aid? 

Mr. Fowler. It is a good question, sir, and we agonized together, 
the four State members and three Federal members, as to what the 
appropriate level was. We concluded that if it was a 15-percent 
figure over the national average cost, then that is when the subsi- 
dies would kick in. 

We built in a margin of about 15 percent to give the rural com- 
panies an incentive to be efficient. With that 15-percent margin, 
they would still be efficient. Otherwise, if the subsidy kicks in im- 
mediately, we felt that they would have no incentive to be efficient 
and you would have your so-called gold-plated systems. 

One member, I know, felt that perhaps a 10-percent over the na- 
tional average cost would be the appropriate figure. But we basical- 
ly then agreed that the appropriate figure was 15 percent. 

Representative Markey. So you think the board's action was ade- 
quate? 

Mr. Fowler. It is, and I think, of course, reasonable men can 
differ on that number, sir. I recognize that. But we figure if the 
company's cost were 10 percent above the national average the dif- 
ference in dollars was incredibly larger. It was very, very signifi- 
cant, and we felt that it put it into a area where perhaps we were 
providing subsidies when they really might not be needed and load- 
ing a much heavier subsidy again on the long-distance users. 

So we felt we cut it about right, but it was a difficult and long 
decision. It took us a long time to reach that. 

Representative Markey. Thank you very much, Mr. Chairman. 

Chairman Packwood. Chairman Dingell. 

Chairman Dingell. Chairman Fowler, thank you for being here. 

Under the Commission's reconsidered access charge decisions, 
€u*e all NTS costs ultimately shifted to the end-user in the form of 
flat charges? 
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Mr. Fowler. All of the NTS costs that have been borne through 
long distance usage, yes, sir. 

Chairman Dingell. They are. 

Mr. Fowler. We do not have any jurisdiction over what the 
States might do as to their share. 

Chairman Dingell. Now, since that is the case, I wish you to 
know that I still fundamentally disagree. Let me read to you some 
of Judge Green's views on your access charge decision. 

This decision undermines one of the assumptions underljdng the court's approval 
of the decree, that there would be no impairment of the principle of universal serv- 
ice. 

Judge Green also stated, and I quote again. 

Ninety-one pjercent of all households now have telephones. As the FCC's access fee 
reaches $7, as it will in a few years, this is estimated to drop to 60 percent for very 
poor blacks, 65 percent for very poor living in rural areas, 58 percent for poor young 
people. 

This hardly sounds like universal service. 

Now, in view of the judge's concern, which I share very strongly, 
what is the justification for loading all NTS costs on local custom- 
ers? 

Mr. Fowler. The justification is very simple, sir, and I want to 
just make this clear, because it is a complicated area, but I will just 
simplify it. It helps me. You have a wire that runs from a business 
or a house to the telephone office, and that comprises about 45 bil- 
lion dollars' worth of costs right now over the whole country. Some- 
one has to pay for that, and the question is. Who should pay for it? 
In the past what we have done is say, if you use long distance, you 
can take that subsidy and use that to pay for at least the Federal 
portion of those costs, which has amounted to about 15 cents a 
minute. 

The problem is, when you do that, you are taxing in effect folks 
who do not get the benefit of the other fellow's wire. If you make 
long-distance calls, six or more average-length long-distance calls, 
you are providing subsidies to somebody else locally or wherever he 
is. Somebody else is receiving that benefit, and he may or may not 
need that subsidy, but he simply does not make very many long- 
distance calls. 

So, you are taxing someone or charging for use he does not re- 
ceive, or a benefit he cannot get, and taking the subsidy and giving 
it to people who may not need it. So we think that the better way 
in view of all of the benefits that we think will accrue that I talked 
about earlier to our country by limiting that subsidy would be to 
say, OK, you pay for the wire that goes from your house or busi- 
ness to the central office, and we are going to do it on a very grad- 
ual basis. We are going to start with $2 a month, and we are going 
to phase it in over 6 years, up to $6 over 6 years. 

In 1986, we are going to look at it when we are at $4 to make 
sure that it is still working and there have not been any significant 
dislocations in terms of universal service. We have also established 
the universal service fund to help the high cost rural £u*eas, and 
together with the Congress, that will give us time to establish a 
separate fiind, if need be, to help truly needy people who could not 
stay on the system. 
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Chairman Dingell. Well, now, let us address this from another 
point. It is the Congress's policy that we shall have universal serv- 
ice, which means that we shall have telephones and telecommuni- 
cations services as widely available as possible. Isn't this FCC deci- 
sion going to cause a significant diminution of the number of tele- 
phones and of the amount of service available to large groups 
vrtthin our society, principally the very poor, those in rural areas? 

Mr. Fowler. We do not know that, sir. 

Chairman Dingell. Can you make a flat statement that this is 
not going to happen? 

Mr. Fowler. I can only say that there is a study, the Perle study, 
which seems to be a very good one, for 1984, which shows no effect 
from a $2 flat charge being imposed. That is 7 cents a day. 

Chairman Dingell. Is there any hard data in that Perle study? 

Mr. Fowler. I think there is, but I cannot speak to it. Tom? 

Mr. Spivens. Judge Green made a mistake in basing any predic- 
tions about the impact of our access charge order on that exhibit 
that AT&T put into the trial record. A lot of things have happened 
since 1970. What the Perle study showed was 

Chairman Packwood. Would you identify yourself for the 
record? 

Mr. Fowler. I am sorry, Mr. Chairman. This is Tom Spivens of 
the FCC, our Office of Plans and Policy. 

Chairman Packwood. Tom, what is your last name? 

Mr. Spivens. Spivens. 

Chairman Packwood. Thank you. 

Mr. Spivens. What that study showed in 1970, when the national 
average rate was much lower than it is today, if in 1970, local 
rates, which were higher than they are today, if they had then dou- 
bled, then maybe all those bad things would have happened, but we 
are not talking about doubling rates in 1 year from what they were 
in 1970. 

We are looking at the benefits from other parts of cost-based 
competition, and a much slower rate of growth in cost, due to our 
phase-in. The Perle study results are just wrong, for our purpose. 
Perle said so himself. They are not backed up, but in a large 
number of econometric studies that have been done in this area 
there is disagreement. It is hard to predict, but the Perle study 
simply does not give you reliable projections for the question at 
hand. 

Chairman Dingell. Well, I am not sure whether you are telling 
me the Perle study is a good study or a bad study, whether you and 
Chairman Fowler are in agreement or disagreement. I gather you 
are telling me that the Perle study does not have hard data in it. 

Mr. Spivens. No, sir. The original Perle study studied things on 
the basis of the 1970 census. Mr. Perle came back, the man who did 
the study, and said, you take what we did in access, which is $2, 
and you cannot use that study to project results from it. The 
author denied it and tried to go back we looked at Lester Taylor's 
study and a whole host of econometric studies that have been done. 
You do not get those dramatic falloffs from $2 a year. 

Chairman Dingell. Well, I gather that you are both praising and 
attacking the Perle study. I also gather that the FCC's views are at 
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wide variance with those expressed by almost every State regula- 
tory agency. 

Let me go into just one other question here. I am continuing to 
exceed my time. It seems to me that your decision is a clear exam- 
ple of regulatory overkill. What you have done is shift all NTS 
costs in a single lump over a very brief period of time to end users, 
and have actually increased the incentive for bypass along with the 
cost increases that you are distributing not only to the householder 
but to the business users. 

Mr. Fowler. Well, I think we would disagree with that, Mr. 
Chairman. We do not see those two as connected. In fact, by acting 
as we have, we will discourage bypass, because it will make sense 
to continue to use our national network and get the maximum use 
out of it, which is not the case when you have a tremendous subsi- 
dy loaded on long distance. 

Chairman Packwood. Congressman Wyden. 

Representative Wyden. Thank you. Senator Packwood. 

To start with, Chairman Fowler, you do not share the thesis of 
Chairman Dingell and myself that local rates are going to go up 
considerably for senior citizens and low-income persons, but I 
would like to ask you, is it not clear for those who are fairly well 
off financially, who make a comparatively large number of long-dis- 
tance calls, their rates are going to go down? Would you just give 
me a yes-or-no answer? 

Mr. Fowler. That is true, and I guess it is also true, sir, that 
there are a lot of people of low-middle-income and low-income capa- 
cities who can make long-distance calls, and when they make them, 
they pay a subsidy to folks who may not need any subsidy at all. 
That is the problem with not targeting the subsidies. 

Representative Wyden. You have recommended phasing in the 
access charges over a transition period, and you say that that is 
going to avoid a substantial immediate loss of the subscriber base. 
Now, I see absolutely no evidence that it would not cause a longer 
term subscriber loss of exactly the same magnitude. What is your 
reaction to that? 

Mr. Fowler. Are you talking about if we progress though 1989? 

Representative Wyden. I think we are going to lose the same 
number of subscribers with just stretching out the period. The loss 
is going to be exactly the same. And I want to hear you disagree 
with that. 

Mr. Fowler. Well, we really do not know what will happen, 
what the impact will be. If we are talking here about going to a $6 
flat charge by 1989, it is hard to know, but that is why we have a 
monitoring mechanism in effect, so that we keep and continue 
looking at this, together with the States, to make sure that we are 
still preserving universal service. Having a fund that can help folks 
to stay on the network is the better way to do it; target those subsi- 
dies, rather than loading a much bigger subsidy on long distance 
because of all the detriments to our national benefits that will 
accrue. 

Representative Wyden. Your access charge plan requires tele- 
phone subscribers tp pay a flat fee for access to the long-distance 
telephone network ^even if they never make a long-distance call. 
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Now, what possible policy justification is there for requiring con- 
sumers to pay for services they do not use? 

Mr. Fowler. The problem with that, sir, is that there is no such 
thing technically as saying that you are only going to have a con- 
nection for a local as opposed to long-distance when you connect 
into the central telephone office. I mean, there is no such thing as 
saying you are only connected for local service. You are able to re- 
ceive long distance calls or make long distance calls with that same 
technical connection, because it is a switching mechanism within 
the central office. 

So it is very difficult to say that you can only hook up the local 
service, because technically that is not so. But that is really a defi- 
nitional thing. What we are really talking here about again is the 
costs of that wire from your home to the central office. Should you 
pay for it or not? Can you afford it? Or should you load the cost on 
someone else who does not have the advantages of its use when he 
makes a long-distance call. 

Representative Wyden. I think that is inconsistent with every- 
thing you have been saying about cost — the theory that the cus- 
tomer pays only for facilities that they use. But I want to move 
into another area, because time is brief. 

When you set up the access charge decision, did you take into 
effect the cumulative effect of the Bell breakup? I do not see any 
evidence that you did that. 

Mr. Fowler. Yes, sir. 

Representative Wyden. I think that is a fundamental point here. 

Mr. Fowler. In fact, yesterday we granted a petition filed by the 
State of Michigan. We said that on December 1 of this year, we are 
going to issue a report taking into account some of these admitted- 
ly extraordinary local rate increase requests that have been filed in 
the States, the impact of the divestiture, and also the impact of our 
access charge decision, and we will issue a report at that time 
which obviously we would then forward to Chairman Packwood 
and Chairman Dingell and the Congress for its consideration, be- 
cause we are concerned with universal service. 

Representative Wyden. Let me say as my last point, to follow up 
on that Michigan study, I introduced, I think you are aware, with 
Congressman Swift a resolution requiring the FCC to do an analy- 
sis of what the breakup meant. About 160 of my House colleagues 
signed on in about 48 hours, and what was most interesting virtual- 
ly all of them said, why in the heck didn't the FCC do that study a 
long time ago, before this Bell breakup came about. I would hope 
that you would take that back to your colleagues at the FCC. I 
thank the chairman. 

Mr. Fowler. All right, sir. Thank you. 

Chairman Packwood. Congressman Swift. 

Representative Swift. Mr. Chairman, I was very interested in 
your earlier line of questioning, in which you were trying to ex- 
plore where the congressional intent came from that caused this 
access charge decision. I thought the chairman might be interested 
in a conversation I had with one of the staffers who I understand 
was key in drafting and designing this. 

I said, how come all the time we in Congress were arguing about 
whether we should go from SPF to SLU, and if so, where SLU 
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should be set, we never once said we should go from SPF to zero? 
How did you get there? He said, oh, we, meaning the staff, never 
liked SLU. Some of the members of the Commission toyed with it 
for a while, but thank God we won. It is an anecdote that I can 
only verify the truth that it is an accurate statement of what was 
told me. I do not know what Mr. Halperin exactly meant by that. 

Mr. Chairman, first of all, for the record, there have been a lot of 
numbers that have been thrown around here with regard to inter- 
regional revenue transfers. Would you please provide, for the 
record,^ a comparison of interstate revenue flows under the cur- 
rent system, under various versions of the legislation that have 
been introduced, and under the FCC decision? 

Mr. Fowler. Yes, sir, we will. 

Representative Swift. Thank you very much. 

You keep talking about the $2 a month, and I suppose this fol- 
lows up on my colleague from Oregon. What we are talking about 
is what the final charge is going to be. It is not going to be $2 a 
month when it gets ramped in. It is going to be — I hear a figure of 
$6 today. We have been using the $8 figure I think we got from the 
FCC, on a national average. 

My State is already for intrastate long-distance thinking about 
$4, so now when you are done you have got a $12 increase in my 
State. That is not $2. That is not this little thing that can be easily 
absorbed. You are talking about very major changes when you put 
these things together, and that is if you go on the national average. 

Now, what about those areas that are way above the national 
average? You do provide the universal service fund, which only 
clicks in when you get to a certain amount exceeding 110 or 115 
percent of the national average, but then we have jacked up the 
national average by $8 a month. 

Mr. Fowler. Fifteen percent above the national average for 
rural. 

Representative Swift. What I am saying is that I do not think 
that you are really presenting your case accurately when you say it 
is just $2 and we are going to ramp in and all of that. When you 
get all through, you will have increased telephone rates in the 
United States enormously. Will you not have? 

Mr. Fowler. Well, let me just answer that this way, sir. If we 
were to go through 1989 — first of all, I want to say that it is prema- 
ture to say that we are going to absolutely have a $6 flat rate, be- 
cause we have got to maie a decision in 1986, as to whether or not 
there has been any adverse impact on universal service to the 
extent that we might want to either modify the transition, length- 
en the transition, or change the rates. 

But assuming at that time we find that things are working 
pretty well, and assuming that we ultimately do go to a total of $6 
in flat charges, residential customers would be paying about half of 
the total at that time. If you add all this up, in 1989 we estimate 
the charge would be $6 for the FCC flat fee and $3 for the States, if 
they were to go to a flat fee as well. 



* The information was not received at the time of going to press. If received at a later date it 
will be retained in the committee files. 
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Representative Swift. Mr. Chairman, what you are saying is, 
maybe now, if, if, if, a mountain of ifs. Maybe not. I would argue 
that the probability is that, yes, you are going to have a figure 
somewhere in the vicinity on a national average of $6. That is 
going to happen, and you are going to have State charges loaded on 
there. We are going to be following the pattern of your mechanism, 
which is to charge the end user rather than the long-distance carri- 
er. 

Can I just move on to one other aspect? 

Mr. Fowler. Yes, sir. Could I just say one thing, though? 

Representative Swift. Yes. 

Mr. Fowler. I just think it is important when we are talking 
about this down the road. If you had told me in 1970 that a small 
Chevrolet in 1983 would cost almost $10,000, I would not have be- 
lieved you. My point is that per capita and household incomes are 
moving up, and will, as they have in the past, so when you talk 
about what will be in 1989 

Representative Swift. Are you suggesting that access fees are 
going to replace normal inflation rates in telephones? No, they are 
going to be added to the inflation rates in telephones. You are play- 
ing with figures. 

Mr. Fowler. No, sir. What I am saying, sir, is, if we added every- 
thing up and assume that in 1989 we had a $26 per month phone 
bill, and that is the total if you add all of the costs of State, local 
service, and the FCC flat fee, our access charge would account for 
only 25 percent of that figure. 

Representative Swift. Only? 

Mr. Fowler. Yes, sir. And the States could elect certain rate 
making options, such as those we talked about earlier; measured 
services or lifeline services. These would result in not all of the 
costs being shifted to flat charges to those who were truly needy. 

In addition, we talked earlier about establishing a fund to be 
able to help poor people and others, unemployed, to stay on the 
system. But we think that a $13 increase spread over 6 years is not 
going to generate dislocations, even among the needy and the el- 
derly. But if we are wrong, we will have in place the mechanisms 
to make sure that they will be able to afford that service. That is 
the critical point. 

Representative Swift. How does an increase get less, simply be- 
cause you spread it over time? At the end of time, it is still an in- 
crease. 

Mr. Fowler. Yes, but each year, if you have a long transition, it 
means that they are not paying as much. 

Representative Swift. It means you fool people into thinking you 
have not jacked their prices up by $6 or $13 or whatever it is. What 
you are saying is, you just want to slip them the thin edge of the 
wedge now, and you will shove it in later. 

No further questions. 

Mr. Fowler. That is one way to say it. 

I think what we are trying to do is have smooth transition, to 
guard against — I was going to say any severe dislocations — to 
guard against rate shock. 

Representative Swift. Maybe we should get a proctologist to help 
us with our terminology. 
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Chairman Packwood. Senator Gorton. 

Mr. Fowler. I guess the point I wanted to make, sir, is that you 
are paying $2 a month instead of $6. That is obviously a lot less. So 
the transition does mean things in terms of bucks. 

Senator Gorton. Mr. Chairman, I would like to follow up a line 
of questioning which Chairman Packwood began. Each of you 
agreed that the problem of more and more people going off of the 
system can be covered either in the kind of access charge fashion 
in which you did or alternatively by seeing to it that the same sub- 
sidy is paid by these new and competitive systems. But you an- 
swered his last question to the effect that the latter system which 
he proposes was undesirable because it would reduce innovation, it 
would reduce the competition of new technologies. 

It seems to me bluntly, and I want your comment on this, that 
that is nonsense, that to say that a newer competing technology 
must pay the same subsidv as is now being paid or would be paid 
under this system by AT&T can only reduce new competition or 
discourage new technology if it is less efficient than the one with 
which it intends to compete. Is that not true? 

Mr. Fowler. What I am saying here is essentially that to the 
extent that for load a tax on a new technology, you may discourage 
it if it is only marginally less expensive to operate, for example, 
and the margin might be made up by that subsidy you are loading 
on it, and discourage it from either being introduced or employed 
in the first place. 

Senator Gorton. So your view is that instead of subsidizing local 
users of the telephone service, we ought to subsidize new technol- 

Mr. Fowler. No, sir, I am not saying that. I am saying that I 
think that for the overall national good we need to be very careful 
before we start loading taxes on systems that may be more cost ef- 
ficient and thereby may ultimately bring down the costs of goods 
and services to our American people. 

We have some definitional problems, too. For example, the Wall 
Street Journal now transmits to remote printing plants using satel- 
lites. Is that bypass? Do we want to tax that? What about cable 
television? Is that bypass? Do we want to discourage that technol- 
ogy, or do we want to load it with costs that ultimately again are 
passed on to the customer? 

I am not saying or suggesting that the Congress may not or 
would not or cannot say, yes, we are going to load those costs on 
there. There may be very valid policy reasons. But I am saying, I 
think we need to be careful about that. And again, we certamly 
recognize that the Congress has the final word on that, and not the 
FCC. 

Senator Gorton. In all of your descriptions, I have not gotten an 
answer to this question. Is there an3i;hing which the Commission is 
doing at the present time to ease the upward pressure on telephone 
rates besides creating the universal service fund? Would you con- 
sider simply your study which is going to come out on December 1 
to be a sufficient answer, or have you taken other substantive 
steps? 

Mr. Fowler. Well, Senator, when you talk about easing the pres- 
sures on upward rates, one that you run into immediately is infla- 
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tion. Unfortunately, it is very difficult for us to have any impact. I 
think it is beyond our jurisdiction. 

Senator GtORTON. It may not affect inflation, but I am still asking 
the question as to whether or not you and the FCC are doing any- 
thing other than the creation of the universal service fund. 

Mr. Fowler. Yes, sir. I think we are doing several things. One, 
we are encouraging competitive forms of telecommunications to 
keep costs down, and to provide new innovation, new customer 
choices, better quality of services in the telecommunications area, 
and hopefully at lower cost. We are attempting to make sure that 
all the tariffs that are filed are cost justified. We are attempting to 
look to see whether or not we can provide more pricing flexibflity 
in long distance services, to promote more price competition. Those 
are some of the things we are doing. 

I hesitate to say that is the whole list, but those are some that 
come to mind. 

Senator Gorton. And presumably you might do something else 
after the December 1 report, then. 

Mr. Fowler. Yes, sir. Absolutely. 

Senator Gorton. Now, just a factual question. How will a change 
from the existing separations formula to a 25-percent across-the- 
board formula affect local and long-distance rates? 

And a similar question. If long-distance rates are deaveraged, 
where will rates be above the national average, and where will 
they be below? 

Mr. Fowler. I will ask Carl Lawson. 

Mr. Lawson. The first part of your question, going to a uniform 
25 percent, that means that the interstate share will go up in some 
places, and it will come down in others. And therefore presumably, 
depending upon what State regulators do with that, there will be 
some indirect effects on local rates in both directions. 

Senator Gorton. Well, can you describe generically, are they 
likely to go up in rural areas and down in urban areas, or vice 
versa? And that is really the same question if long-distance rates 
are deaveraged. What kind of groups or in what areas are the 
beneficiaries of those who are penalized likely to be? 

Mr. Lawson. Probably generally the more sparsely populated 
places have a higher interstate allocation now, but that is not in- 
evitably the case. The District of Columbia has a relatively high in- 
terstate allocation. Generally, the States, at least with the Bell 
companies, that have relatively high allocations are the mountain 
States in the West. Vermont, I believe, is relatively high, but there 
are other places. They vary all over the place. I do not recall where 
Washington fits. I think it is somewhere within the normal range. 

Senator Gorton. Thank you for not very much. 

Chairman Packwood. You could supply us very specifically with 
those figures, could you not? 

Mr. Lawson. At least for the Bell companies. 

Mr. Fowler. Yes, we could. 

Senator (Jorton. I would appreciate it. 

Chairman Packwood. So would I. 

[The following information was subsequently received for the 
record:] 
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Federal Communications Commission, 

Washington, D.C., August 26, 1983. 
Hon. Bob Pack wood, 

Chairman, Committee on Commerce, Science, and Transportation, U.S. Senate, 
Washington, D.C 

Dear Chairman Packwood: This is in response to the questions which you and 
Senate Gorton raised concerning the effect of the Joint Board's proposed changes in 
jurisdictional separations during my testimony on July 28, 1983, at the Joint Hear- 
ing before the Senate Committee on Commerce, Science, and Transportation and the 
House Committee on Energy and Commerce. 

As you know, the Joint Board, composed of four state and three federal commis- 
sioners, recommended that the Commission replace the present method of allocating 
non-traffic sensitive (NTS) local exchange costs between the state and federal juris- 
dictions. The NTS telephone plant between the subscriber's premises and the tele- 
phone central office is dedicated to the use of the individual subscriber and is used 
for both exchange and toll calling. The cost of these faacilities does not vary with 
the type or level of use. The present allocation of this plant is based on weighted 
interstate minutes of use (SPF). Under this system each telephone study area (gen- 
erally a company's operations within a given state) allocates a different percentage 
of its NTS costs to the federal jurisdiction. This allocation has increased as a result 
of rising interstate usage. 

The Joint Board recommends a basic 25 percent interstate allocation for NTS 
local exchange costs for all study areas. When combined with other measures pro- 
posed by the Joint Board, this will roughly maintain the existing nationwide divi- 
sion of costs between the state and federal jurisdictions. The Joint Board also recom- 
mends an additional interstate allocation for high cost areas to help keep telephone 
rates reasonable. This is coupled with a proposal for capping the interstate subscrib- 
er access charge to ensure that no one would have to pay more than twice the na- 
tional average charge. The cost of these measures to protect subscribers in high cost 
areas would be paid for through carrier's carrier access charges. 

To ease administrative burdens and ensure a smooth transition to the new separa- 
tions methodology, the Joint Board proposes continued use of SPF (frozen at 1981 
levels) during 1984 and 1985. Beginning in 1986, there would be a three-year transi- 
tion for all companies from their present SPF to the new basic allocator. The addi- 
tional interstate allocation for high cost areas would also be phased in over the 
same period. An extended transition period would be provided for areas experienc- 
ing unusually large reductions in their interstate allocations. 

The changes recommended by the Joint Board would replace the untargeted sup- 
port for intrastate rates produced by SPF, which has little correlation with the cost 
of local exchange facilities, with a system of targeted rate support for high cost 
areas. This will require decreases in the present level of interstate support for intra- 
state rates in certain areas. In general, areas with high SPFs and average or low 
costs will have higher intrastate revenue requirements under the Joint Board plan. 
Areas with low SPFs will have lower intrastate revenue requirements. Areas with 
average SPFs and high costs also will have lower intrastate revenue requirements. 
Whether areas with high SPFs and high costs will have increases or decreases in 
their intrastate revenue requirements depends on the relative magnitude of these 
factors. 

Attachments A and B to this letter show the impact of the changes recommended 
by the Joint Board on different states. Attachment A shows that in 23 states the 
intrastate revenue requirement will drop. Attachment B shows that in 27 states and 
the District of Columbia the intrastate revenue requirement will rise because of the 
targeted rate support provided for by the Joint Board plan. This information is de- 
rived from a data base developed by the Commission staff which contains 1980 data 
for a sample of exchange telephone companies representing 98 percent of the sub- 
scriber loops in the nation. Attachment C shows the 1980 weighted average inter- 
state SPF for each state and the new interstate allocator under the Joint Board 
plan. Attachment D shows the 1980 interstate SPF for each Bell System study area. 

I trust that this information is responsive to the questions concerning the Joint 
Board plan which arose during the course of my testimony. If you have any further 
questions, please call Warren G. Lavey, Legal Assistant to the Chief, Common Carri- 
er Bureau, at 632-6910. 
Sincerely, 

Mark S. Fowler, Chairman, 
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Attachment A. — States ^ experiencing decreases in annual intrastate NTS ^ revenue 
requirements under joint board plan ^ 

State: Pur loop 

Mississippi ^.^ $35.52 

Louisiana 29.21 

Alabama 24.12 

West Virginia .^^^^^:. 23.93 

Kentucky tt. 21.87 

South Carolina 20.48 

Arkansas 19.33 

Noth Dakota 16.76 

Michigan 13.08 

Wisconsin 10.85 

Texas 9.03 

Ohio 8.84 

Tennessee 8.37 

North Carolina 6.61 

Maryland 5.27 

Pennsylvania 5.05 

Minnesota 3.41 

Georgia 2.95 

California 2.68 

Indiana 2.31 

Missouri 1.97 

Virginia 1.73 

Kansas 37 

* This excludes Puerto Rico and the Virgin Islands, but includes the District of Columbia. 
« This does not include the cost of CPE, mside wire and NTS COE. 

' These figures are based on 1980 data for a sample of telephone compcuiies which represents 
approximately 98 percent of the telephone loops in the Nation. 



Attachment B. — States ^ Experiencing Increases 
Revenue Requirements Under Joint 



in Annual Intrastate NTS ^ 
Board Plan ^ 



State: Pur loop 

Nevada. $49.01 

Arizona 29.82 

Vermont 26.87 

New Hampshire 24.73 

Colorado 21.50 

Idaho 15.49 

Wyoming 15.20 

Delaware 12,89 

District of Columbia 11.55 

Montana 9.80 

New Mexico 9.62 

Nebraska 8.67 

Oregon 8.43 

Connecticut 7.52 

New Jersey 6.99 

Oklahoma 4.70 

Washington 2.82 

Utah 2.52 

Hawaii 2.29 

Florida 1.97 

South Dakota 1.65 

Rhode Island 1.54 

New York 1.30 

Massachusetts 1.00 

Maine 81 

Illinois 73 

Alaska 40 

Iowa 29 

* This excludes Puerto Rico and the Virgin Islands, but includes the District of Columbia. 
' This does not include the cost of CPE, inside wire and NTS COE. 

' These figures are based on 1980 data for a sample of telephone companies which represents 
approximately 98 percent of the telephone loops in the Nation. 
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AHACHMENT C.-STATEWIDE AVERAGE PERCENTAGE INTERSTATE ALLOCATION ^ 



state 



Subscriber 
piarrt factors 



Alabama 0.20474 0.32240 

Alaska 50971 .50812 

Arizona 44433 .27899 

Arkansas 26951 .35697 

California 23703 .25491 

Cotorack) 38259 .25585 

Connecticut 31430 .25000 

Delaware 34120 .25000 

Ftorida 36511 .35689 

Georgia 26222 .27802 

Hawaii 27304 .25000 

Idaho 38115 .29895 

Illinois 25656 .25019 

Indiana 23991 .25620 

towa 25750 .25547 

Kansas 27634 .27855 

Kentucky 19778 .30866 

Louisiana 18980 .32915 

Maine 26471 .25962 

Maryland 20750 .25000 

Massachusetts 25920 .25000 

Michigan 16733 .25480 

Minnesota 23941 .26173 

Mississippi 23189 .38038 

Missouri 26377 .27690 

Montana 38760 .33608 

Nebraska 32991 .26750 

Nevada 62463 .32231 

New Hampshire 40335 .25778 

New Jersey 30785 .25097 

NewMexkx) 34434 .29194 

New York 26186 .25269 

North Carolina 22041 .25978 

North Dakota 28647 .36385 

Ohio 19451 .25592 

Oklahoma 29728 .26914 

Oregon 31769 .26394 

Pennsylvania 20643 .25234 

Rhode Island 26470 .25000 

South Carolina :20871 .31239 

South Dakota 32980 .32166 

Tennessee 20148 .25099 

Texas 21422 .26446 

Utah 28062 .26266 

Vermont 44008 .30404 

Virginia 25467 .26518 

Washington 29054 .27078 

West Virginia 20791 .32367 

Wisconsin 21080 .28834 

Wyoming 51239 .45982 

Distrrct of Columbia 40630 .25000 

Virgin Islands 39440 .50174 

Puerto Rk» 18801 .26296 

United States 25826 .27545 

> These percentages are weighted on the basis of unseparated NTS local exchange piant revenue requireinents. 

2 This is the new percentage interstate allocation of NTS local exchange costs (exdudini CPE, inside wire and NTS COE). This figure reflects the 
basK 25-percent interstate aUocatkxi for all study areas plus the additkxial interstate allocamn for high-cost areas. 
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Attachment D.—Bell System Interstate Subscriber Plant Factors (SPF)^ 

Study area: Percent 

Alabama 20.01 

Arizona 42.86 

Arkansas 25.93 

California 23.95 

Colorado 39.35 

Connecticut 32.30 

Delaware 33.51 

Florida 34.94 

Georgia 26.91 

Idaho: 

Mountain 34.10 

PNB 37.04 

Illinois 26.09 

Indiana 21.84 

Iowa 26.41 

Kansas 27.44 

Kentucky: 

South Central Bell 19.62 

Cincinnati Bell 12.04 

Louisiana 19.32 

Maine 26.79 

Maryland 21.03 

Massachusetts 26.51 

Michigan 16.42 

Minnesota 25.18 

Mississippi 23.41 

Missouri 26.13 

Montana 40.02 

Nebraska 35.04 

Nevada 60.04 

New Hampshire 40.40 

New Jersey 31.12 

New Mexico 33.15 

New York 27.10 

North Carolina 22.00 

North Dakota 30.08 

Ohio: 

Ohio Bell 18.41 

Cincinnati Bell 18.06 

Oklahoma 29.82 

Oregon 30.57 

Pennsylvania 20.71 

Rhode Island 27.34 

South Carolina 20.07 

South Dakota 33.01 

Tennessee 20.64 

Texas: 

Southwest Bell 21.35 

Mountain Bell 32.48 

Utah 28.52 

Vermont 43.06 

Virginia 25.77 

Washington 28.41 

West Virginia 20.63 

Wisconsin \ 19.94 

Wyoming 52.20 

District of Columbia 42.18 

Bell System 25.14 

*Nationcd Association of Regulatory Utility Commissioners, 93d annual convention, at pp. 
601-602 (1981). 

Chcdrman Packwood. Senator Lautenberg. 
Senator Lautenberg. Thank you, Mr. Chairman. 
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Chairman Fowler, I was curious as to whether or not there has 
ever been a study, and perhaps you might have discussed it in re- 
sponse to other questions, projecting the number of those who 
might cancel local residential telephone service as rates rise. 

Mr. Fowler. I will ask Mr. Spivins to answer that. Senator. 

Senator Lautenberg. I assume the answer will be the same, no 
matter whom it comes from. 

Mr. Fowler. Not necessarily. That is why I thought I would ask 
him. 

Mr. Spivins. As local rates go up, exactly who and what would 
cancel 

Chairman Packwood. Would you speak a little more into that 
microphone? I cannot hear you. 

Mr. Spivins. The loss from cancellations as local rates go up will 
depend in part on what series of options States and the Federal 
Government jointly adopt to keep the basic lifeline rates down. It 
will also depend upon how much consumers value the additional 
choices they are given both in long distance and in terminal equip- 
ment. There are studies, but they are both broad brush studies, and 
they indicate that even if States do not adopt local measured serv- 
ice options, and even if consumers do not place very much value in 
buying their own phones, and even if a lot of other bad things 
happen, we will still have very high rates, very high rates of pene- 
tration. All studies are imperfect, but the consensus of them seems 
to be that a high level availability of service will be maintained, 
given the type of service ranges we are talking about, in the 90 per- 
cent in terms of households, above the 91 level which is Judge 
Green's benchmark. Exactly how much will depend on these other 
options? 

Senator Lautenberg. It is a more complicated answer than my 
question asked for. I appreciate the effort, but when we start talk- 
ing about options and things of that nature, we are getting away 
from the point. I am talking about how to insure that we keep that 
instrument in the house, so that the individual can communicate 
on it as needed on an emergency basis. I am discussing simply 
keeping that phone line in there. 

Now, we have had some figures presented to us that suggest that 
for every 10-percent increase in local costs, you might lose as much 
as 1 percent of your subscribers in a State like mine, a densely pop- 
ulated area. That would be very significant and very painful for 
those people who might lose that service. And of course, the result 
is, you have fewer people covering the total cost configuration, and 
the burden just keeps getting worse. 

Mr. Chairman, I would appreciate it if you or your staff people 
could review the bill I have introduced. Based on the enthusiasm 
with which you have greeted others, perhaps I should be pleased 
that you have not reviewed mine yet, but I would appreciate it if 
you would review it and pass back any comments to us in writing. 
My approach is to target support for those individuals who are 
needy as opposed to running the risk of rewarding inefficient, high- 
cost systems. I fear that even the joint board's plan runs that risk, 
by subsidizing most of a system's costs that are more than 15 per- 
cent above the national average. In fact we should not be satisfied 
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with just average performance. We should be striving to get costs 
down further. 

Am I correct that the joint board's universal service plan would 
run somewhere around $400 million? 

Mr. Fowler. It is about $565 million in 1984, sir. 

Senator Lautenberg. In 1984. OK. Have you projected its growth 
beyond 1984? 

Mr. Fowler. Yes, indeed. It is funded every year. 

Senator Lautenberg. So you have projected its growth beyond 
1984? 

Mr. Fowler. I do not think we have, but I think the mechanism 
is such that it is designed to take care of those costs. 

Senator Lautenberg. Mr. Chairman, one quick question, which I 
hope will get a quick response. 

Chcdrman Packwood. CSro ahead. 

Senator Lautenberg. Do you think that if the carrier is held 
harmless for a large part of his costs that are 15 percent above the 
national average, there will still be an incentive to make these sys- 
tems more efficient, to drive the cost down. What is your view on 
that? 

Mr. Fowler. Our view is that we think the 15-percent margin is 
a significant enough margin to provide the incentives to be effi- 
cient and to build efficient systems, and of course we would hope 
that the States would help us in policing those costs to make sure 
we do not have gold-plated systems or inefficient systems. Beyond 
that, we are willing to take some risk for the societal good at large, 
to make sure that our people in rural areas can still have their 
telephone service by implementing that subsidy but it is not a per- 
fect mechanism. But we think on balance it is a pretty good one. 

Senator Lautenberg. Thank you, Mr. Chairman. 

Chairman Packwood. Frank, I have heard that statement used a 
time or two before. For each 10-percent increase, a 1-percent drop 
in customers. And that was in your maiden speech. Is that from 
your Public Service Commission, or what is the source of that? I 
am advised that is the Perle study. Is that correct? 

Senator Lautenberg. Yes. 

Chairman Packwood. Thank you. 

Senator Ford. 

Senator Ford. Thank you, Mr. Chairman. 

I appreciate all the studies and references, and they are not all 
correct, and that sort of thing. 

Mr. Chcdrman, may I ask you a question? 

Chairman Packwood. Yes. 

Senator Ford. Did I understand you a moment ago to direct to 
Mr. Fowler this question, that rates will not be changed because of 
the AT&T breakup? 

Chairman Packwood. The long-distance rates. I asked him if the 
FCC fixes long-distance rates? The answer is yes. Is there anything 
in the divestiture decree that in any way affects their rights to set 
long-distance rates where they want them? No, it does not. 

I^nator Ford. That is the way I understood it, Mr. Chairman. I 
thank you for your courtesy. 

Congressman Oxley made a statement a few minutes ago that his 
information was from some people that made some studies that ap- 
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parently had been made available to him that the rates would 
double in the next decade. You stated a moment ago that long-dis- 
tance rates would come down 35 percent, I think over the next 10 
years, the next decade. 

Mr. Fowler. We expect by 1984. 

Senator Ford. But you are adding $6 to the access charge, so 
whatever break they get will be taken up by the access charge; 

Mr. Fowler. But if they make six or more average long-distance 
calls, they will actually be better off. Senator, with the reductions. 

Senator Ford. I understand that, but if I do not make them, I am 
worse off. 

Mr. Fowler. Yes, sir. 

Senator Ford. So you can have it either way you want it, Mr. 
Fowler, either way you want it, and you can always make the 
sheets come out or the studies come out, or you can reflect on their 
accuracy or their authenticity. You know, you can do all of those 
things. I am not a word merchant, and I do not understand all the 
facts and figures. If my bank book balances at the end of the 
month, I feel like I am lucky. You may be talking about rates drop- 
ping but they are going up. 

As of last night on the national news, there is $4 billion in new 
telephone rate increases before the various commissions around 
this country. Is that correct? 

Mr. Fowler. I do not know if that is the exact figure, but it 
sounds like it might be. 

Senator Ford. It sounds good, does it not? 

Mr. Fowler. No, it does not sound good. 

Senator Ford. Oh, it does not sound good? 

Mr. Fowler. I am sorry. 

Senator Ford. But all of them are based on the breakup. Come 
January 1, 1984, the various companies are now going to have to 
pay their own way. So we have got $4 billion facing us today. 

I do not know where the decade came from, or the 10 years, but 
in my State we are having rate increases filed that will immediate- 
ly double the rates. Now, do you have many States— I think Texas 
was triple, if I am not mistaken — facing a situation like this? 

Mr. Fowler. I alluded to that in my testimony. Senator, and I 
think it is useful to focus on one fact. Roughly, since 1970 — there 
was a study done of all the rate requests made in the States 

Senator Ford. Here we go with another study. 

Mr. Fowler. This one is pretty accurate. 

Senator Ford. Is that the Perle study that he referred to that 
was no good? 

Mr. Fowler. No, sir. 

Senator Ford. OK. 

Mr. Fowler. It showed that 93 percent of the requests were not 
granted at the level of the request. They were significantly re- 
duced. So I think it is significant to remember that they start off 
asking for a lot. They may not get that much from the States. 
These are rate requests that are pending. 

Senator Ford. Do you know what pancaking is in a rate request? 

Mr. Fowler. No, sir, but I think I am about to. 
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Senator Ford. You put in for a rate increase, and while they are 
deciding on that one you put another one right on top of it. And 
you keep right on going, and you pancake. 

Let me ask you this question before the little red light comes. 

What do you think the rates will be 10 years from now, including 
the inflationary costs and all the other things that are going to be 
added on? What is your estimate of the urban and rural cost of 
telephones 10 years from now, residential? 

Mr. Fowler. I cannot adjust it for inflation, Senator, because I 
do not know if I can predict that. 

Senator Ford. Well, try. You have had a lot of studies. You can 
take one or the other. 

Mr. Fowler. Well, whatever that is, I cannot tell you. I can tell 
you what it would be without the inflation. We think it would be at 
the end of 1989 about $26 a month, and remember, that is 6 years 
from now, but it does not necessarily phase in until we make cer- 
tain decisions along the way. At that time, as I said before, long 
distance would be about 35 to 40 percent less. 

Remember, that is the cost of the wires from the homes to the 
oflice. 

Senator Ford. I have heard more about wires this morning. The 
phase in from the home to the building. That is fine. We are going 
to pay for those. But you can also send your phone back to the tele- 
phone company and buy one for $9.88 downtown. It has even got a 
little number you punch that will redial the last number. So you do 
not have to pay the telephone company. That would reduce your 
monthlv charge. And they are getting out of that business, and I 
certainly do not blame them. ITiey have got all the money now, 
and the phone is worn out. 

Mr. Fowler. Senator, that is a very good point, because in the 
past you had to rent your phone from the phone company for $35 a 
month, and with 

Senator Ford. $35 a month? 

Mr. Fowler. $35 a year. I am sorry. 

Senator Ford. The service is cheap. The phone is expensive. 

Mr. Fowler. $35 a year, and now, as you indicated, you can go to 
an A&P food store and buy a phone for $9.95, or buy one for $15.95. 
So that is something that is going to bring the overall cost down. 
Before, that was buried in your bill, and you are right. 

Senator Ford. Oh, we are not going to bury anything. Everything 
is going to be resurrected, isn't it, Mr. Chairman? May I ask one 
more? 

Chcdrman Packwood. Go ahead. 

Senator Ford, Since we have talked about the study, and you are 
going to have one due in December, is there any way you could ac- 
celerate that study, so that we might use it in trying to make deci- 
sions as it relates to this legislation? 

Mr. Fowler. It is going to be very difficult. Senator. We granted 
just yesterday a petition from the State of Michigan. The States 
are going to come in in September. They need some leadtime to get 
all of the information. Then we are going to study all of that and 
try to come up with a report on December 1, and we are on a very 
fast track. So it would be very difficult for me to promise anything 
better than that, I am afraid. 
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Senator Ford. We can ask the General Accounting Office to do it 
also. 

Chairman Packwood. We can ask them. I do not know if they 
will do it any faster, but we can ask. We are aiming for a markup 
in September. 

Senator Ford. I understand that. But this is pretty emotional, 
and we need all the answers we can get. 

Representative Wyden. Mr. Chairman. 

Chairman Packwood. Who is calling? 

Representative Wyden. The gentleman from Oregon. 

Chairman Packwood. Yes, Ron. 

Representative Wyden. Would the gentleman from Kentucky 
yield for just one quick question? 

Senator Ford. The red light is on. If you can get past it, that is 
fine. 

Representative Wyden. I would ask my chairman, an Oregonian, 
if I could have unanimous consent to ask a question. 

Chairman Packwood. Go right ahead. 

Representative Wyden. Mr. Fowler, why was that studv not done 
before the original access charge came down? Why didn t the FCC 
go out and take a look at what this was going to do to our elderly, 
rural, and low-income people? I have never heard why vou didn't 
do this a long time ago, why you are doing it now. Is it because of 
the resolution with 160 sponsors, and because of all of the pres- 
sure? I think it would be helpful to us to know why you did not do 
it a long time ago. 

Mr. Fowler. I think the answer, Mr. Wyden, is that first of all 
we requested a great deal of information from the States on this, 
and we heard a lot of anecdotal evidence of what would happen or 
not happen, but there have been very few studies, surprisingly, 
conducted anywhere. We felt that looking at an initial $2 per 
month increase, that we did not think there would be any signifi- 
cant problem, and that is the reason why we now have set up this 
monitoring system, to make sure that as we phase this in — and 
particularly I am talking about 1986 — that it will not have any pre- 
cipitous or undue impact upon universal service. 

Representative Wyden. I thank the chairman. I am glad you ad- 
mitted you were wrong. 

Mr. Fowler. Well, if I have, it will not be the first time. 

Chairman Packwood. Senator Danforth. 

Senator Danforth. Mr. Chairman, I would like you to look down 
the road 3 years, in percentages, and give me some idea as to what 
the residential telephone user would see in changes in his phone 
bill over the next 3 years for residential service. 

Mr. Fowler. I guess that would be 1986. We would be looking at 
a $4 flat charge per month as a result of our access charge deci- 
sion. The standard estimate from State increases would be roughly 
$2 more, so assuming that we are now about $11 — about $18, Sena- 
tor. 

Senator Danforth. I do not want dollars. I would like percent- 
ages, if I can get that. 

Mr. Fowler. We could calculate that, sir. 

Senator Danforth. Let me just ask you this. I want public serv- 
ice increases, whatever you think people are going to have. If some- 
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body looks at his residential bill right now, Joe Dokes opens the 
mail and gets the phone bill, and he sees an amount. Let us call 
that X. Looking down the road 3 years, will it be x, 2x, 3x? What 
will it be? 

Mr. Fowler. Well, we can give you some numbers as to what an 
average would be and the percentage increase, and we can work 
that out, Senator. 

Senator Danforth. What is your best guess? 

Mr. Fowler. I just cannot give you a percentage right now. 

Senator Danforth. Do you have any range that you could give 
us? I am sure it will differ from State to State. Do you have just a 
general idea of what we are looking at? 

Mr. Fowler. The reason I shy away from percentages is, you 
have to say compared to what, and in some States, there are local 
flat charges, for example, that have been held down artificially to 
as little as $5 a month or $6 a month. So for each State, that 
number is going to be different when you try to calculate the Fed- 
eral and State charges together, so it is hard for me right off the 
top of my head to give you those kinds of numbers, but I would be 
glad to. 

Senator Danforth. Well, in Texas, they have asked for what? 
What was the increase that Southwestern Bell asked for in Texas? 

Mr. Fowler. That is with the Texas Public Utility Commission. 
They have asked to go from $10 basic rate to $30.35 a month, and 
that is one, of course 

Senator Danforth. That is more than threefold. That is just for 
the basic rate. And then there is the access charge on top of that. 

Mr. Fowler. I said in my testimony there is a great deal of ques- 
tion surrounding that kind of rate increase. We are talking here 
for our part of adding $2 a month. This rate, rate increase here 
cannot be — although they have attempted to say it is — because of 
our access charge decision. That is not correct. 

Senator Danforth. That is my second question. I really have two 
questions. One is, what are people going to be looking at? I am 
talking about the average telephone user — residential. What is that 
individual going to be looking at over the next 3 years in percent- 
age increase? Whatever the phone bill is now, what will it be in 3 
years? Will it be the same? Twice as much? Three times as much? 
Four times as much? 

Mr. Fowler. It is difficult to answer that again, because with the 
shifting to flat charges, but long distance coming down on a given 
individual's bill, it will depend upon his telephone usage habits. 

Senator Danforth. I am talking only about residential — local, 
just the local. Somebody who never makes a long-distance call. 

Senator Ford: You still get charged. 

Senator Danforth. What would it be? Would you know? 

Mr. Fowler. It would probably double. 

Senator Danforth. Probably double in 3 years? 

Mr. Fowler. Yes, sir. 

Senator Danforth. It could be more than that, right? 

Mr. Fowler. No, we do not think so, but I mean that is our best 
estimate. 

Senator Danforth. OK. Now, of that doubling, of that 100-per- 
cent increase over 3 years possible, could you break that down into 
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its component parts? Could you tell us, if you would consider that 
increase as a pie, how ^uch of that would be caused by the access 
charge? i 

Mr. Fowler. $4. 

Senator Danforth. Again, please not dollars. It is really apples 
and oranges. Let us take the percentage — 100 percent is a pie. 

Mr. Fowler. We can figure this out, and I will ask Tom to do 
that now. I will give it to you in a moment. It is about half. 

Senator Danforth. About half of it would be access charges? 
And what would be the other half of the pie? Part of it would be 
inflation, would it not? General inflation would be part of it? What 
else? Depreciation would be part of it? What else? 

Mr. Spivins. Generally, the BOC's current rates of return are 
below what they are allowed. 

Senator Danforth. And part of it would be that the business 
rates would tend to be held lower than this correctly indicates. 
Would that be correct? 

Mr. Fowler. The flat charge would be up. It would be $6. But 
long distance would be down. Again, you are talking about local 
service only. It follows the same proportions, in any event. 

Senator Danforth. In any event, if the access problem were 
solved, that is, if there was no increase in the access charges for 
residential users, that would reduce the rate increase by half, 
right? 

Mr. Fowler. I guess that is right. Yes, that is right. 

Senator Danforth. Thank you. 

Chairman Packwood. Congressman Wirth, I do not think you 
got in on this round. 

Representative Wirth. Thank you, Mr. Chairman. 

Let me make a couple of points, and then go back to Senator 
Danforth's question, so that we all understand what it is we are 
talking about here. 

First of all. Chairman Fowler, we have all debated this access 
charge issue off and on for a long time. It is a balance, as we have 
said so many times, between economic efficiency on the one hand 
and social policy on the other. We worked with you all last Decem- 
ber on the access charge question, and our subcommittee diss^^ees 
with you all with where that balance is. 

We are not going to solve that problem here, but let us all be 
aware of the fact that that is the balance, that where we do dis- 
agree we think greater weight ought to be placed on social policy, 
the universal service question, and you think there ought to be 
greater weight on economic efficiency, and that is legitimate. 

Mr. Fowler. I do not agree with that, sir. 

Representative Wirth. You do not agree with that statement? 

Mr. Fowler. No, sir, because we do believe that universal service 
is one of the touchstones. 

Representative Wirth. I know you do, but it is where you put 
certain weight. We would tend to put more weight one place than 
you would. 

Mr. Fowler. No, I do not agree with that. 

Representative Wirth. Now, on the economic efficiency question, 
where you put the greater emphasis, it seems to me that you also 
miss a significant point, and that is that one major contributor to 
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economic efficiency is universal service. The fact that 91 percent, 
and hopefully 100 percent of households would have a telephone 
contributes, it is difficult to measure directly in the fashion that 
you all are looking at rates, but that universal service does contrib- 
ute to the economic well-being of this society, as you pointed out in 
your testimony, tying everybody together. But beyond that, making 
sure that people can call a Sears and Roebuck, or that there are 
economic benefits, that Citibank is in touch, can be in touch with 
all of the consumers in New York City, for example. 

There are economic values in universal service which I think you 
ought to factor in more thoroughly in your analysis, but leaving 
that aside, we have discussed that, and disagree on those argu- 
ments. 

Let me go back, if I might, to a very important question raised 
by Senator Danforth, which was also touched by Congressman 
Swift in his questioning. What we have to do is make very sure and 
clear here that even if the Packwood bill or the Wirth, Dingell, and 
so on bill passes, that is not going to solve all of these problems. 
There are two other major legs to the stool. One of those legs re- 
lates to what the Bell operating companies are able to get out of 
the State public utility commission in terms of rate requests and 
what they justify. 

We do not have any control over that. That is up to the State 
PUC's, and that is the next panel. You would agree with that, that 
that is a second major influence? You cannot say that what we are 
going to do is increase or decrease telephone rates by a certain per- 
centage, as you pointed out, Mark, because there is that unknown 
factor of what each State PUC does. We do not have any control 
over that. 

Mr. Fowler. Right. 

Representative Wirth. The second major factor that we do not 
have any control over is what happens between the local operating 
company and the parent in terms of the allocation. If the local op- 
erating company does not get its fair share of the assets, then they 
are going to have to raise their rates in order to continue to serve 
that area. 

If they get less valuable assets, their rate of return has to go up 
to be able to provide universal service to that area. That is the 
second major piece, again, that we do not have any control over. 

We have control over about a third of what goes on. Let us re- 
member that, and not assume that what we are going to do in this 
legislation is going to solve all those rate problems, because it is 
not going to do it. 

The point that Mr. Swift makes is very important. The precedent 
that we set, the example that we set, is terribly important. The 
State PUC's are not as well staffed as you are, and State public 
utility commissioners I do not think maybe have available all of 
the expertise that we may have available, and they are going to be 
looking at what we do, which is the point that Congressman Swift 
made. 

That is why this legislation is so terribly important in the impact 
that this is going to have on State PUC's, and we would hope also 
the message that we send to the local operating companies that 
they have got to get their fair share, which is why we argued last 
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year over asset evaluation before divestiture. We thought that that 
was a good idea, to get the State PUC's to be making those deci- 
sions, and the local operating companies. 

But again, I just wanted to go back to Mr. Swift's point that it is 
terribly importiant, the precedent and example that we set in this 
legislation is very significant, and we ought to do that sooner 
rather than later, which is why I think we all hope this legislation 
will get through early this fall. 

Mr. Chairman, thank you very much. It is really not a question, 
but rather to try to put this in the appropriate context, I think, 
and help Mark in not being able to answer the specifics of that 
question. You cannot do it. 

Chairman Packwood. I think you did a very good job of it. 

Congresseman Lent has not asked yet. 

Representative Lent. Thank you, Mr. Chairman. 

Chairman Fowler, you have been put through the grill a little bit 
this morning by different Representatives concerning the problems 
of the poor and why did the FCC not look at the poor and the indi- 
gent and the elderly in connection with constructing this FCC pro- 
posal providing access fees. I hope that you would give an answer 
that I am going to suggest to you, which is that my understanding 
is that any company, any one of these regional companies can go to 
the State and suggest a system such as a lifeline rate, which has 
been talked about a little bit here this morning. 

I know that the regional company that will service the area that 
I represent in New York is going to propose a lifeline rate of $5 a 
month for a zero allowance measured service. No customer access 
line charge would apply, assuming the FCC grants a waiver that 
will be requested by the State or utility. 

Is that a workable way of getting around this problem? Perhaps 
it is even a red herring problem, of the poor and the elderly that 
has been raised this morning? 

Mr. Fowler. Well, sir, we specifically in our order made that ac- 
commodation that you spoke of that provides for waivers of our flat 
charge in order to permit somebody to take lifeline service. In this 
case, you are talking about the State of New York and a $5 per 
month lifeline service. That is something that we anticipated and 
indeed built into that order. So, yes, we do have that additional 
safety valve there. 

In addition to that, we also have said that by providing a very 
long transition period here, it will give Congress time to fashion 
any additional remedy. That is an external targeted subsidy fund 
to help people who might not even, for example, be able to afford 
that lifeline service. 

Representative Lent. So that all of this concern that we have 
heard this morning about access charges being imposed on the poor 
and elderly, there is no need for that, if the local State and local 
regional utility applies for a waiver for a lifeline type rate. It may 
vary from one region to another, but it is perfectly permissible and 
the attitude of the FTC would be to grant a waiver, assuming it is 
a reasonable application. 

Mr. Fowler. Yes, sir. 

Representative Lent. As opposed to the bills that we have been 
talking about that have been introduced would do, which would be 
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to continue a subsidy for everyone. The rich rancher out in Wyo- 
ming or Montana and the wealthy widow who lives in Grosse 
Point, they would — under the terms of this bill there would be a 
continuing subsidy for those people. 

Mr. Fowler. That is correct. 

Representative Lent. Now, one other thing. All of the recent leg- 
islative proposals, as I understand it, would scrap this access plan 
that took the FCC and the entire industry over 5 years to develop, 
and in its place these legislative proposals would require that all of 
the costs for access for long-distance service be recovered from the 
long-distance carriers. 

These bills go on and recognize that there is going to be a tre- 
mendous incentive for bypassing the existing system in one way or 
another if they attempt to recover from these bypass operations by 
either a tax or a fine. 

From your point of view as an expert in this field, is it not ques- 
tionable whether that kind of a plan could work, since in most 
cases these bypass operations would be set up in an effort to avoid 
the higher charges for long-distance lines? 

Mr. Fowler. Sir, you raise a very good question. That is a diffi- 
culty. First, there are definitional problems and I touched on those 
earlier: Where do you draw the line? Is it bypass when the Wall 
Street Journal uses satellites to print its daily edition by transmit- 
ting the information by satellite to its regional printing presses. Is 
cable television bypass? 

Representative Lent. Also, is there not a problem with enforce- 
ment? 

Mr. Fowler. It is very difficult to detect. 

Representative Lent. Under the terms of the Packwood bill, with 
its concept of fraudulent bypass, you almost have to get inside the 
customer's head. If a customer is buying a particular circuit to 
avoid access charges, that is illegal and the fine applies. But if he 
gets in to buy a circuit to buy some new feature or to provide 
quicker operation or for some other reason, then that is legal. 

Who is going to police this? Is it the local telephone company, is 
it the bypass company, is it the FCC, is it the district attorney? Is 
this really a workable system? 

Mr. Fowler. It would certainly present, sir, some very grave en- 
forcement problems. Again, I would say that we share the concern 
of all of these difference pieces of legislation and the only question 
is what is the best way to do it. I mean, we are all on the same 
sheet of music in terms of what our concerns are. 

Representative Lent. Thank you, Mr. Chairman. 

Chairman Packwood. Let me again indicate to the committees, 
we have got three panels to go. It is our intention to go right 
through, although we would take about a 5-minute break, 5 or 10 
minutes, when we are done with Chairman Fowler. 

And I think Senator Riegle has not had a chance to ask on this 
round. 

Senator Riegle. Thank you, Mr. Chairman. 

The Michigan Public Service Commission has stated that a cus- 
tomer who currently secures single party line, unlimited local tele- 
phone service from Michigan Bell at a rate of $10.17 a month, will 
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be faced with a bill of $20.95 per month for the same service during 
1984. 

Now, that is their official and public assessment. That is more 
than a doubling of rates within a period of a year's time. Now, is 
that accurate in your view, and what is your reaction? 

Mr. Fowler. I do not know if it is or not. It may well be, sir, and 
I have no reason to question that figure. But I would emphasize 
that our access charge decision can only load $2 on to the bill in 
1984. 

Senator Riegle. Have you done a State-by-State analysis as to 
what basic telephone service costs today and what it is going to 
cost within 1 year's time. 

Mr. Fowler. The answer is that we are doing that, in response to 
a petition that was filed by the State of Michigan. 

Senator Riegle. And if I heard you right earlier you said you 
were going to have the results later in the year. 

Mr. Fowler. December 1, sir. 

Senator Riegle. I do not think that is sufficient. Let me tell you 
why. And I want to appeal to the chairman if I can on this. 

You know, you can spend as long as you want doing a study and 
the quality to some extent will vary with the time afforded. Howev- 
er, I do not think we can wait until December 1 for that kind of an 
assessment. I think we need a 30-day or a 45-day study. 

In other words, I think the FCC has to go out and do this job 
fast, and I think you have got to get back in here with the results 
as best you can determine. We have got to be in a position to write 
law and we have got to be in a position to write a law this year. 

Chairman Dingell. Would you yield. Senator? Would you yield 
to that? 

Senator Riegle. Yes, I would. 

Chairman Dingell. We have a survey which our committee has 
had its staff make of all of the State regulatory agencies and the 
impact of the FCC's actions on phone rates. It has been carefully 
prepared on the basis of a telephone survey of the State agencies I 
think that it would be helpful, and I ask unanimous consent that 
the survey be put into the record at this point. 

Chairman Packwood. That will be done. 

[The material referred to follows:] 
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SURVEY OF LOCAL TELEPHONE RATE INCREASES FILED WITH 
STATE PUBLIC UTILITY COMMISSIONS 

The following survey of local telephone rate increases in 
all 50 states and the District of Columbia has been compiled by 
the staff of the Committee on Energy and Commerce. This survey 
was compiled in July, 1983. Public utility commissioners were 
contacted and asked to provide an overview of recently granted, 
pending and anticipated requests made by telephone companies in 
each jurisdiction for increases in basic monthly subscriber 
rates. The state commissions were asked to identify the amount 
of such requests, their contributing factors and their impacts on 
local customers. 

Complete information in each state is not available due to 
the nature of filing practices which vary from jurisdiction to 
jurisdiction. For instance, certain states require historical 
test years while others permit projected test years. Thus, where 
a historical test year is used, the impacts of the FCC access 
charge and depreciation decisions, the divestiture and other 
recent developments by law cannot be factored into rate designs 
until they have been in effect for at least one year. 

Nevertheless, the survey demonstrates a pattern of local 
rate increases awarded and requested significantly in excess of 
the historical norm* There are 26 pending rate increase requests 
totaling approximately $7.0 billion. All but two of the 
increases relate in part to FCC decisions and the divestiture. 
The full consequences of these rate increases and requests cannot 
be precisely ascertained at this time, but in a number of states 
they would result in at least a doubling of basic monthly 
customer charges. The accompanying chart depicts the status of 
filings in each state by major component. 

ALABAMA 

South Central Bell was granted a $117 million rate increase 
which took effect 1/11/83. This increase is attributed to the 
FCC depreciation decision and to normal increases in operating 
costs. The full increase would affect residential and business 
customers equally. The PSC expects South Central to file another 
rate increase request after 1/1/84. That increase is expected to 
incorporate the effects of the FCC access charge decision, the 
divestiture, the deregulation of CPE, and the loss of intrastate 
toll revenues. 

ALASKA 

Alascom has no rate increase requests on file at the present 
time. 

ARItQMA 

Mountain States Bell has a $79 million rate increase 
pending* The case was filed on February 21, 1983. This increase 
is attributed to a loss of revenues due to long distance 
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competition and normal increaeas in operating coete. The full 
increase would raise basic service rates by over 100%, with 
average residential rates going up by 67%. These rate request 
incorporates an 8% drop in intrastate toll rates. The PDC could 
not predict what Mountain States will ultimately be granted. 

ARICAMSAg 

Southwestern Bell has a $138 million rate increase pending. 
The case was filed on March 23 r 1983. The increase is attributed 
to the FCC access charge decision, the FCC depreciation decision 
($6 9 million of the increase), the deregulation of CPE and new 
state access charges. The full increase would affect residential 
and business access line charges equally. The PSC historically 
awards between 2/3 and 3/4 of Southwestern 's rate requests. 

CALIFQRMIA 

Pacific Telephone has an $838 million rate increase pending. 
The case was filed in January, 1983. The increase can be 
attributed to normal increases in operating costs. On July 5, 
1983, Pacific ammended its filing by requesting an additional 
$500 million to incorporate the effects of the FCC depreciation 
decision and the divestiture. An additional $7 45 million has 
also been requested to incorporate the FCC access charge 
decision. The full increase would raise average residential flat 
rate service from $7.00 per month to $18.35 per month, a 162% 
increase. Business rates would rise from $14.55 to $27.25 per 
month, a 87% increase. To date, the PDC has recommended that 
Pacific receive $297 million of its $838 million request. 
Residential customers are expected to be hurt the most by the 
rate increase. 

COLORADO 

Mountain States Bell was granted a $38 million rate increase 
in May, 1983. It had requested $105 million. This increase is 
attributed to the FCC depreciation decision and to Computer II. 
The full increase would affect residential and business customers 
equally. The PDC expects Mountain States to file another rate 
increase request around 1/1/84. That increase is expected to 
incorporate the effects of the divestiture. 

COHHBCTXCDT 

Southern New England Telephone was granted an $89,024,000 
increase which took effect 11/24/82. It had requested $127.9 
million. This increase is attributed to normal increases in 
operating costs. The PUCA expects Southern Hew England to file 
another rate increase request after 1/1/84. That increase is 
expected to incorporate the effects of the divestiture. 

DELAWARE 

Diamond State Bell Telephone has a $25.9 million rate 
increase pending. The case was filed on June 1, 1983. The 
increase is attributed to the FCC access charge and depreciation 
decisions, and to the divestiture. The access charge decision 
alone would mean a $2.00 and $4.00 increase in per line 
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residential and business rates respectively. 

DISTRICT OE CQIiQHBIA 

The Chesapeake and Potomac Telephone Company has an $82 
Billion rate increase pending. The case was filed on March 15, 
1983. The increase is attributed to the FCC depreciation 
decision, the deregulation of CPE and the loss of PBX's. C&P has 
proposed raising residential rates by $39 million, business rates 
by $33 million and government rates by $8.6 million. C&P has 
requested that $26 million of the request be granted immediately 
to preserve its AAA bond rating. 

£U2RIfiA 

Southern Bell was granted a $113 million rate increase which 
took effect on June 22, 1983. It had requested $404 million. 
The increase is attributed to normal increases in operating 
costs. The PSC could not predict whether Southern Bell would 
re-file after 1/1/84. 

CBORGTA 

Southern Bell has a $158,463,000 rate increase pending. The 
case was filed on March 2, 1983. This increase is attributed to 
the FCC depreciation decision, the deregulation of CPE and normal 
increases in operating costs. The full increase would raise 
residential rates from an average of $7.35 per month to $11.55 

rer month, a 57% increase. Business rates would increase from 
15.50 per month to $21.80 per month, a 41% increase. 

The Hawaiian Telephone Company has an $82,36 8,000 million 
rate increase pending. The case was filed on December 30, 1983. 
The increase is attributed to the FCC depreciation decision and 
the deregulation of CPE. On the island of Oahu, the full 
increase would raise residential rates from $10.90 to $19.00, a 
7 4% increase and business rates from $29.85 to $45.50 a 52% 
increase. A ruling is expected in early 1984. 

IDAHO 

Mountain States Bell has a $34 million increase pending. 
The case was filed on December 20, 1982. This increase is 
attributed to normal increases in operating costs. The full 
increase would raise basic exchange service rates by 80 to 120 
percent and business rates by 50 to 75 percent. Intrastate toll 
rates would decrease by 10 to 12 percent. The POC has 
recommended an intrastate toll increase and a 10% rise in basic 
•xchange service rates. The POC expects Mountain States to file 
another rate increase request at the conclusion of the current 
case* That increase is expected to incorporate the effects the 
the FCC depreciation decision* 

ILLIliOTfi 

Illinois Bell was granted a $21 million rate increase in 
February, 1983. The increase is attributed to normal increases 
in operating costs. 
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IMDIAMA 

Indiana Bell Telephone has a $96 million rate increase 
pending. The case was filed in May, 1983. The increase is 
attributed to the FCC access charge decision, the deregulation of 
CPE, and to the divestiture. The PSC believes that residential 
customers will feel the greatest impact of the increase. 

IOWA 

Northwestern Bell has a $49.7 million rate increase and a 
$19.1 million rate increase pending. The first case is 
attributed to normal increases in operating costs and the second 
case is attributed to the deregulation of CPE and inside wiring 
in Iowa. The full increase would raise residential and business 
telephone rates equally in the first case. The ISCC has 
commented that it would not be receptive to a post-divestiture 
rate increase. 

KANSAS 

Southwestern Bell has a $213 million rate increase pending. 
The case was filed on May 5, 1983. The increase is attributed to 
normal increases in operating costs and to a Kansas access charge 
decision. The full increase would raise local exchange rates 
$110.5 million and intrastate toll rates $11.4 million. The KSCC 
should rule on this request by the end of the year. 

KEMTPCKY 

South Central Bell filed an intent to increse telephone 
rates. South Central is expected to file its request by July 29, 
1983. 

ICTI8IAMA 

South Central Bell was denied a $23 8 million rate increase 
request on May 19, 1983. South Central appealed the decision to 
US District Court, which ordered the PSC to grant South Central 
an increase commensurate with the higher costs the company will 
face due to the FCC access charge and depreciation decisions. 
After the PSC awards that amount. South Central is expected to 
appeal to the Louisiana Judicial Court to get the remainder of 
the $23 8 million. 

MAIWB 

Hew England Telephone and Telegraph was granted a $11.4 
million rate increase. It had requested $49.8 million. The POC 
expects New England to file another rate increase request in the 
fall of 1983. That increase is expected to incorporate the 
effects of the divestiture. 

HABXLAND 

Chesapeake and Potomac has a $218 million rate increase 
pending. The case was filed on June 3, 1983. The increase is 
attributed to the FCC access charge decision, the deregulation of 
CPE, the divestiture and increased competition in the long 
distance market. The full increase would raise residential rates 
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by $156 million or 36.9%. Business rates would rise by 10.3% • 
Intrastate long distance rates would decrease by 3.3%. The PSC 
will rule on the request by December, 1983. 

HASSACHUSETTS 

New England Telephone is expected to propose a rate increase 
which would incorporate the FCC access charge decision sometime 
in the future. 

HIHMESQTA 

Northwestern Bell Telephone is expected to propose a rate 
increase in excess of $100 million around September 1, 1983. 
Northwestern was granted a $56 million increase in April, 1983 
which raised residential and business rates by 24%. 

HICHIGAM 

Michigan Bell has a $450 million rate increase pending. The 
case was filed in November, 1982. The increase is attributed to 
the FCC depreciation decision and the deregulation of CPE. The 
PSC expects to grant $182 million of Michigan Bell's request. 
This amount would increase residential rates by $3.00 per month 
and business rates by $5.00 per month. Michigan Bell has also 
requested an additonal $100 million due to the FCC access charge 
decision. 

MISSISSIPPI 

South Central Bell was denied a $98 million rate increase. 
South Central has appealed this ruling. The PSC expects South 
Central to file another rate increase request in September, 1983. 
This filing is expected to incorporate the effects of the FCC 
access charge and depreciation decisions. 

MTSSODRT 

Southwestern Bell Telephone has a $254 million rate increase 
pending. The case was filed on February 1, 1983. The increase 
is attributed to the FCC access charge and depreciation 
decisions, the deregulation of CPE and to the divestiture. The 
full increase would raise average residential rates from $7.6 5 to 
$17*10 per month, a 124% increase. Average business rates would 
rise from $20.13 to $42.66, a 112% increase. 

MQMTANA 

Mountain States Bell has a $20,710,000 increase pending. 
The case was filed in March, 1983. The increase can be 
attributed to the FCC access charge decision, the deregulation of 
CPE and normal increases in operating costs. The full increase 
would raise average residential rates from $6.78 per month to 
$7*6 4 per month, a 13% increase and raise average business rates 
from $17.6 4 to $19.88, also a 13% increase. 

MBBRASKA 

Northwestern Bell was granted an $8,033,000 increase January 
11, 1983. It had requested $42,700,000. The increase is 
attributed to the FCC depreciation decision. The PSC expects 
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Northwestern Bell to file another rate increase request shortly* 
That increase is expected to incorporate the effects of the FCC 
access charge decision, the deregulation of CPE and the 
divestiture. 

Nevada Bell was granted a $5,857,000 increase on June 27, 
1983. It had requested $17*4 million. The increase is 
attributed to normal increases in operating costs. A prior 
increase incorporated the effects of the deregulation of CPE. 
The PSC expects Nevada to file another rate increase request 
around 1/1/84. That increase is expected to incorporate the 
effects of the FCC access charge decision and the divestiture. 

HBK HAHPSaiRE 

New England Telephone and Telegraph was granted an 
$8,380,000 rate increase which took effect on July 17, 1982. The 
increase is attributed to normal increases in operating costs. 
Local exchange service rates rose by 7 1/2% overall. The PUC 
expects New England Telephone to file another rate increase 
request after 1/1/84. That increase is expected to incorporate 
the effects of the FCC access charge decision and the 
divestiture. 

MEW JERSEY 

New Jersey Bell has a $245 million increase pending. The 
case was filed on November 18, 1982. In May, 1983, $29 million 
of that filing had been acted upon. The increase is attributed 
to the FCC depreciation decision and to normal increases in 
operating costs. New Jersey Bell has proposed that $157 million 
of the increase be paid by basic exchange customers. The BPU 
expects New Jersey Bell to file another rate increase. That 
increase is expected to incorporate the effects of the 
divestiture. 

fUSi MEXXCQ 

Mountain States Bell has a $06.1 million rate increase 
pending. The case was filed on June 17, 1983. The increase is 
attributed to the FCC access charge and depreciation decisions, 
the deregulation of CPE, the divestiture and Computer II. The 
full increase would raise residential flat rate service from an 
average of $9.91 to $27.92, a 182% increase and raise business 
service from an average of $28.91 to $55.83, a 93% increase. 

MEW YORK 

New York Telephone is expected to file a rate increase 
request in excess of $1.00 billion by the end of the year. The 
PSC believes the increase will be attributed to the deregulation 
of CPE and the divestiture. The PSC also believes the full 
increase would double residential telephone rates and more than 
double business rates. 

NQBXB CARQI^TMA 

Southern Bell has a $143,974,447 rate increase pending. The 
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case was filed on February 8, 1983. The increase is attributed 
to the FCC depreciation decision and the divestiture* The full 
increase would raise average residential rates from $11*15 to 
$17*50, a 57% increase and raise average business rates from 
$29*61 to $40*99, a 38% increase. 

HQBXfl DAKOTA 

Northwestern Bell is expected to file a rate increase 
request on July 22, 1983. The PSC believes the increase will be 
attributed to the FCC access charge decision and the divestiture* 

OHIO 

Ohio Bell has a $17 9,838,000 rate increase pending* The 
case was filed on April 1, 1983. The increase is attributed to 
the FCC access charge decision and the divestiture. The full 
increase would raise residential rates from an average of $9.00 
to $13*10, a 45% increase and raise business rates from an 
average of $22.58 to $28*18, a 25% increase* 

QKIAHQMA 

Southwestern Bell has a $301 million rate increase pending* 
The case was filed on June 24, 1983. The increase is attributed 
to the FCC access charge and depreciation decisions, the 
deregulation of CPE and the divestiture. The OCC will rule on 
the request by mid-October* 

OREGON 

Pacific Northwest Bell was granted a $36.4 million increase 
on a non-annual basis on March 30, 1983. It had requested $73*9 
million. The increase is attributed to the FCC depreciation 
decision, the deregulation of CPE, the divestiture and Computer 
II* The full increase is expected to raise both residential and 
business rates by about $3*00 monthly. 

PEMMSYLV2VMIA 

Bell of Pennsylvania has a $37 8 million increase pending* 
The case was filed on March 29, 1983. The increase is attributed 
to FCC decisions, the deregulation of CPE, the divestiture, and 
normal increases in operating costs. The full increase is 
expected to raise residential rates by 6 2% and raise business 
rates by 38%. 

RHODE ISLAND 

New England Telephone and Telegraph has a $21,139,000 
increase pending. 



CAROLINA 

Southern Bell has filed a letter of intent to file for a 
rate increase. The PSC believes the increase will be attributed 
to the FCC access charge and depreciation decisions, the 
deregulation of CPE and the divestiture. The full increase is 
expected to raise local rates by 95%* Intrastate long distance 
rates are expected to drop by 30%. The PSC expects the increase 
to affect residential customers more than business customers. 
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TBHHBSSBB 

South Central Bell has a $280 Billion increase pending The 
case was filed in Julyr 1983* The inrease is attributed to the 
FCC access charge and depreciation decisions, the deregulation of 
CPE and the divestiture « The full increase would raise 
residential rates from an average of $12*35. to $31*00, a 151% 
increase and would raise business rates from an average of $38*55 
to $74*50, a 93% increase. The P6C predicts that the full 
increase would cause 15 to 3 5 percent of the population to 
discontinue telephone service* 

Southwestern Bell has a $1*0 billion increase pending* The 
case was filed in June, 1983* The increase is attributed to the 
FCC access charge decision, the depreciation decision ($450 
million of the increase), the divestiture and the loss of the 
long distance subsidy* The full increase would raise average 
urban monthly residential rates from $10*75 to $30*75, a 186% 
increase and would raise average monthly business rates from 
$27*50 to $37*7 5, a 37% increase* The Texas PUC is expected to 
decide the case by February, 1983* 

Mountain States Bell has a $43,961,000 rate request pending* 
The case was filed in May, 1983. The increase is attributed to 
the FCC depreciation decision and the deregulation of CPE. 

VBRMQIIT 

New England Telephone and Telegraph has a $16 million 
increase pending. The case was filed on December 1, 1983* The 
increase is attributed to normal increases in operating costs* 
Residential and business rates are expected to increase at equal 
rates* The FSB expects New England Telephone to refile around 
1/1/84. 

jOBfillUA 

Chesapeake and Potomac Telephone of Virginia was granted a 
$63,826,000 increase on April 5, 1983* It had requested 
$133,497,105* The increase is attributed to normal increases in 
operating costs. The increase is expected to affect residential 
and business customers equally* The SCC expects C&P to file 
another rate increase request by mid-August, 1983* The SCC 
believes this increase will be attributed to the divestiture* 

WASHINGTON 

Pacific Northwest Bell Telephone was granted a $71 million 
increase in April, 1983* The increase is attributed to the FCC 
depreciation decision* The increase is expected to affect 
residential and business customers equally* The OTC expects 
Pacific Northwest to file another rate increase request around 
1/1/84* The OTC believes the increase will be attributed to the 
FCC access charge decision, the deregulation of CPE and the 
divestiture* 



Digitized by 



Google 



103 

MESZ YIRGIMIA 

Chesapeake and Potomac Telephone of West Virginia is 
expected to file a rate increase request in August, 1983. The 
PSC expects the increase to have a greater impact on residential 
customers than on business customers. 



WISCQHSIH 

Wisconsin Telephone 
increase on May 24, 1983. 



Company was granted a $55,113,000 



Mountain States Bell was granted a $2.6 million rate 
increase. The increase is attributed to the FCC access charge 
and depreciation decision, the divestiture and normal increases 
in operating costs. 



SUMMARY OF LOCAL TELEPHONE RATE INCREASES 

[A— 1982 increase; B— 1983 increase; C— anticipated increase] 





1982 increase 


1983 increase 


Antici- 
pated 
in- 
creases 






stated rationale 








State 


FCC 

charge 
deci- 
sion 


FCC 

depreci- 
ation 

decision 


Deregula- 
tion of 
CPE 


AT&T 
divesti- 
ture 


Long- 
dis- 
tance 
compe- 
tition 


Loss 
of 

tance 
sub- 
sidy 


Normal 

in- 
creases 
operat- 
ing 
ex- 
penses 


Alabama 

Alaska 




1 $117,000,000 


C 


c 


A 


c 


c 







.A 


Arizona 

Arkansas 


'^'mo'24;ooo'.. 


2 79.000,000 

2 138,000,000 

2 1,400,000,000 

1 38,000,000 

2'25;9oo;oiiiJ" 

2 82,000,000 
» 113,000,000 
2 158,463,000 

"»ii',oob!ooo' 

2 96,000,000 

2 68,800,000 

2 213,000,000 

i"iimooo 

' 218,000,000 
i"5M()0!b00 

■^'zbimm 

2 20,710,000 
» 8,033,000 
» 5,857.000 

* 86,100,000 
2 143,974,447 




' "b 

. B 

. B 

. B 


B 

B 

.B 

"b 

B 


B 




B 




. B 


California 




.. 6 
.. C 
.. C 
.. B 

.. B 








. B 


Colorado 


C 
C 




Connecticut 

Delaware 






. A 


District 
of Columbia 













Ftorida 


2 34,000.000 .. 

2'5"5o;oiio;oiio':; 

» 8.380,000 .. 
2 245,000,000 .. 








. B 


Georgia 

Hawaii 






.B 
. A 
. C 


B 

A 

"b 

. b 








. B 


"c 

"c 

c 

C 

c 

c 

c 

"c 

c 
c 
c 


'b 










Idaho 

Illinois 

Indiana 


"b 








. A 
. 6 


towa 








Kansas 

Kentucky 

Louisiana 









.B 


C 

.B 

C 
.A 


c 












Maine . .. 


7b 


,. C 

b 








Maryland 

Ma^achusetts 


B 










Michigan 


A 


A 










Minnesota 










Mississippi 

Missouri 


c 

. B 
. B 

c 
c 

C 
. B 

"c 


c 

B 

B 

.A 
B 

!"b 












B 

. B 

C 

"b 

. C 
B 


B 

c 

.. C 

.. C 

.. C 

B 

c 








Montana 

Nebraska 






. B 


Nevada 

New Hampshire... 

New Jersey 

New Mexico 







.B 
.A 
.A 


New York 




c 

c 








North Carolina 








North Dakota 




.. C 









Digitized by 



Google 



104 

SUMMARY OF LOCAL TELEPHONE RATE INCREASES-Continued 

[A— 1982 increase; B— 1983 increase; C— anticipated increase] 
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'Granted. 
> Pending. 

Senator Riegle. That will be helpful, and I would like the re- 
sponse of the Commission to that. In other words, does that appear 
to be accurate? Do you quarrel with the methodology? And if so, 
how? 

I do not mean for you to respond this minute, but I want you to 
respond for the record on that specifically, because I want to move 
on to something else. 

I would like to suggest to you and to the Joint Committee gath- 
ered here that we ask for an entirely different timeframe for the 
Commission's study to be done. In other words, December 1 as a 
deadline is unworkable. I think we have got to have a study in 
here within 30 to 60 days. 

Chairman Packwood. I will say again, we will have as many 
facts as we can get. It is my hope to move along before December 
1st, because their access charge goes into effect on the 1st of Janu- 
ary. 

Senator Riegle. That is exactly the point. 

Chairman Packwood. If it is going to go into effect — and I hope 
it does not. Companies are planning for it and states are planning 
for it. We have got to give them more than a day's notice to say 
stop. 

Senator Riegle. I would hope that we could reach an agreement 
officially to ask that a study be completed within a set period of 
time. I have suggested a range from 30 to 60 days, but I do not 
think it can be any longer than that and still give us a turn-around 
time to be able to write law competently. 

So we are going to have to settle that among ourselves, but I just 
it to put that on the table and hope we can press ahead. 
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Let me ask you one other question before my time expires, and 
that is, in your own view what do you think basic telephone service 
ought to cost to people in this country? I mean, what is a fair 
dollar figure? To a citizen out there, whatever their circumstances, 
and particularly those in tough financial circumstances, the bottom 
line for them is what is it going to cost to have a phone in their 
house and to use it. 

Do you feel that the $10 figure that the Governor of Indiana 
mentioned for basic phone service is about the kind of figure that 
we ought to be targeting for? K not, what figure would you sug- 
gest? 

Mr. Fowler. It is very hard for me to tell you what a figure 
might be. What should a chairman make? What should a Senator 
make? These are very subjective things. I do not know if I can give 
you the answer to that. 

It should be something, it seems to me, however, that is set so 
that we have universal service, and that typically is defined as 90 
to 95 percent of our households with phone service. Now, some of 
those, just because of their geographic location, cannot get phone- 
lines installed. But there are others, undoubtedly, who just do not 
have phone service. 

Senator Riegle. But you must have done studies, £ind you have 
to be as knowledgeable, hopefully, as smybody we might ask in the 
country on this question. What do your economic studies tell you in 
terms of what is the crossover point in terms of the charge per 
month where you start seeing a large number of disconnects? Cer- 
tainly, you should be able to tell us that. 

Mr. Fowler. I will ask Jack Smith to answer that. 

Mr. Smith. The FCC has not done any studies on that specifical- 
ly. There are studies done by other people, but they are largely 
very unsatisfactory and not based on concrete data. 

One of the things we have asked for and why we need more time 
for the study from the Michigan petition is, we have asked the 
States to give us the studies that they had on dropoffs due to actual 
increases that have actually taken place there. 

Senator Riegle. I think you have got to do this. My time is up, 
but I do not understand how we can just be so academic and de- 
tached from the effects of these decisions. It's not healthy that we 
find ourselves at this late hour without any necessary internal in- 
formation with respect to at what point people drop off the system. 

Mr. Fowler. It is very hard to know that, sir. 

Senator Riegle. I am not saying it is not hard to know it, but I 
am just saying that it is up to people like yourself to make these 
determinations. 

Mr. Fowler. There have been studies that have been done, but 
they are not satisfactory and that is what we are trying to deal 
with right now in cooperation with the States. 

Senator Riegle. But you have not done one internally, as I just 
heard this witness say. 

Mr. Fowler. No, we have not. 

Senator Riegle. And that to me is a surprise. I am surprised we 
would be this far down the track and that kind of very fundamen- 
tal piece of work would not be done. 
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Mr. Fowler. Not when you consider we are talking about a $2 a 
month rate increase in 1984. But we are getting that information 
in, sir. 

Chairman Packwood. Mark, let me say this. It is very clear — I 
was just talking to Chairman Dingell — that he is prepared to move 
on this, he said, much before 60 days. Whatever you can get, our 
staffs will be on top of you and with you, but it is our intention to 
try to move in September. 

Mr. Fowler. I understand, sir, and I would be glad to work with 
you. I do not know how we can make the States, for example, re- 
spond faster, because we want to get the information from all of 
the States. And so a lot of our ability to respond will depend upon 
how fast the States can respond or will respond. 

[The statement follows:] 

Statement of Hon. Mark S. Fowler, Chairman, Federal Communications 

Commission 

Mr. Chairman and Members of the Committee: I welcome the opportunity to 
appear before you today to address our common concerns about the affordability 
and availability of telephone services, the continued strength of the telecommunica- 
tions industry, and the vitality of our economy and society as we progress into the 
Information Age. 

introduction 

There are several points which I will stress in my testimony and at the outset I 
would briefly like to outline these points. First, the Congress and the Commission 
are working to achieve common goals— we want to make sure that high quality tele- 
phone service is maintained at reasonable prices to all the people of the Nation. We 
also wish to promote the efficiency and vitality of the telecommunications industry 
so that it may continue to play a leading role in the national economy and support 
the international competitiveness of the United States. 

Second, attention has been focused upon the possible effects of the Commission's 
access charge decision largely because of the recent flurrv of local rate increases re- 
quested by many telephone companies. The $2.00 monthly charge imposed by the 
access charge decision in 1984 will have only a minimal effect on consumers, when 
compared with the local rate increases now being sought from state regulatory 
bodies, and the Access Charge Order will be no excuse for the large rate hikes 
sought from many state regulatory bodies. It should be obvious, for excunple, that 
the Commission's $2.00 access charge cannot be used as justification for the $20 rate 
hike Southwestern Bell is seeking in Texas. Also, since MTS usage rates will decline 
under the access charge plan, many subscribers will not suffer any net increase in 
rates as a result of the Commission's decision, but in fact may experience a net re- 
duction in total charges. Although portions of these rate increase requests may be 
justified to reflect inflation and changes in carrier's operating costs and to accom- 
modate recent regulatory and judicial actions, I suspect that a hefty portion of these 
proposed increases may be traced to an effort by the local companies to use the dra- 
matic changes occurring in the industry as an excuse to seek higher rates than oth- 
erwise would be warranted. 

As I will describe in my testimony, the Commission is committed to examining 
expeditiously the facts surrounding these rate increase requests in an effort to de- 
termine the extent to which they can be justified by the companies. State commis- 
sions will be performing a similar function in their ratemaking proceedings. It is 
important to keep in mind that any congressional reversal of the access charge deci- 
sion will barely land a glancing blow at the target of these pending local rate in- 
crease requests. 

Third, the Access Charge Order will generate enormous isavings to society through 
more intensive and efficient use of the interstate network. At the same time, it has 
a number of built-in safeguards to preserve universal service. Further, as I have 
mentioned, the decision will have only a small impact on consiuners' pocketbooks 
and, in fact, will benefit many consumers. 

Fourth, there will be cunple time to assess and correct any unexpected adverse 
effects stemming from access charges. As my testimony will indicate, the Commis- 
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sion intends to monitor closely the implementation of the access charge plan to 
ensure that any adverse impacts can be averted quickly. Further, the Congress obvi- 
ously can revisit this issue through oversight or targeted legislation after there is 
more reliable information demonstrating the effects of access charges which may 
form a basis for congressional action. The access charge plan is, I believe, well 
thought out, is supported by an extensive record based on five years of proceedings, 
and ought to be given a chance to work. I do not believe that current developments 
make it necessary for the Congress to act at this time. More importantly, such 
action could run the risk of locking into place attempted solutions which ultimately 
will upset the delicate balances needed to sustain the dynamic changes reshaping 
the telecommunications industry. Pricing inefficiencies in the name of universal 
service carry the risk not only of failing to achieve their express telecommunica- 
tions policy goals, but also of adversely affecting all of the social and business activi- 
ties which rely on this very important sector of the United States economy. 

Finally, the Commission needs the flexibility wisely extended to us by the Con- 
gress in the Communications Act of 1934 to cope with a fast-changing industry. This 
flexibility would permit the Commission to alter the access charge plan to address 
unforeseen circumstances, unexpected adverse effects, and new services and technol- 
ogies which undermine continued achievement of the statutory goals. TTie Congress 
therefore should be cautious in framing legislative solutions, in response to concerns 
over possible local rate increases, which will be difficult to alter and which could 
quickly be made obsolete by the dynamics of the telephone industry. 

BACKGROUND 

The Access Charge Order adopted by the Commission in December of last year 
revised procedures for compensating local telephone companies for their participa- 
tion in interstate and foreign services, and similar approaches to compensation of 
local telephone companies for their participation in state toll service are being con- 
sidered in the various states. Because of your proper concern whether these new 
rate procedures will affect the wide availability of telephone service, you are consid- 
ering various legislative proposals which bear on access charges. I will address the 
Commission's access charge decision and the significant refinements which wer^ 
adopted yesterday in some detail. But first, I would like to discuss our common cori^ 
cems and demonstrate how the access charge decision represents a sensitive balanc- 
ingamong disparate policy objectives. 

The touchstone of the Commission's treatment of access charges and related mat- 
ters is the Communications Act, a directive from the Congress which wisely states 
the multiple statutory objective that there should be available "so far as possible, to 
all the people of the United States a rapid, efficient, Nation-wide . . . service with 
adequate facilities at reasonable charges. . . ." It is our responsibility under the law 
to promote this objective. In formulating our access charge decision, and in develop- 
ing related jurisdictional separations decisions in cooperation with state regulatory 
commissions, we have translated this objective into four discrete goals: 

Preservation of widely available telephone service at reasonable charges (a "uni- 
vers£d service" goal). 

Promotion of network efficiency. 

Limitation of uneconomic bypass. 

Elimination of unjust and unreasonable discrimination among services and serv- 
ice providers. 

We have achnowledged that there is some tension among these goals, and that 
any access chaise plan (and any related plan for treatment of jurisdictional separa- 
tions) of necessity would represent a difficult compromise. The particular compro- 
mise embodied in the Commission's access charge plan, as modified yesterday, is the 
product of five years of proceedings and comprehensive comment filed by carriers, 
state regulatory bodies, and user and consumer groups. It also should be noted that 
the Commission's action has been supported by large segments of the industry and 
other groups filing comments. Local exchange carriers, including all the Bell Oper- 
ating Companies, have expressed strong support for the access charge plan. Other 
supporters of the general thrust of the Commission's policies in the Access Charge 
Order have included AT&T, Centel, GTE, Continental, the Ad Hoc Telecommunica- 
tions Users Committee, and MCI. 

CHANGES AND PRESSURES IN TELECOMMUNICATIONS 

All of us are aware of the fact that dramatic and far-reaching changes are reshap- 
ing the telecommunications industry. The efficiencies of new technology are being 
brought to the public in innovative terminal equipment, network services, and unre- 
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gulated enhanced services at an ever-increasing pace as we progress into the Infor- 
mation Age. 

Whole industries depend directly upon telecommunications in connection with 
their offering of services and products to the public, and all of domestic and interna- 
tional business depends upon telecommunications to conduct business. Telephone 
toll service revenues were approximately $44 billion and local service revenues were 
approximately $35 billion for domestic companies last year. Domestic satellite rev- 
enues were dver $300 million last year and are expected to exceed $1 billion annual- 
ly during this decade. Domestic companies shipped over $14 billion in telephone and 
telegraph equipment in 1982, including exports of approximately $725 million. 
These equipment revenues are expected to rise in the future. Telecommunications 
equipment and services rank third behind agriculture and aerospace technology as 
the leading exports of the Nation. 

The telecommunications industry also is a major source of jobs — the Bell System 
alone accounts for over 1 million employees. Further, the burgeoning computer in- 
dustry is becoming increasingly reliant upon telecommunications for the transmis- 
sion of data. The growth of this industry has been spectacular — last year, personal 
computer sales alone accounted for 2.8 million units. A strong telecommunications 
industry is essential to maintain this pace of growth in the computer field. The 
Nation is rapidly evolving from an economy based upon smokestack industries to 
one based upon information services. In the process, thousands of new jobs are being 
created and the productivity of the Nation is improving markedly. Further, the im- 
petus to telecommunications provided by lower, competitively priced long distance 
rates which will result from the access charge decisions, could lead to the develop- 
ment of completely new information uses or even industries in the next decade. 

A great deal is at stake. We must ensure that this core sector of the economy be 
allowed to play its full role in promoting a productive, efficient economy and in im- 
proving the American standard of living. The choices we make will have a direct 
and far-reaching impact on the telecommunications industry itself, upon all aspects 
of our economy and society which rely upon telecommunications, upon the interna- 
tional competitiveness of the United States, and upon the people of this Nation. It is 
critical that policies are adopted which carefully consider the sound development of 
the complex and dynamic telecommunications industry and the industries which 
rely on it. 

The development of competition and new entry in the long distance telephone 
market have created pressure for changes in the industry because they have had 
the effect of throwing out many of the rules and procedures under which service 
was traditionally provided and costs were recovered in a monopoly setting. This 
competition, and related competition in the customer premises equipment market, 
has been nurtured by decisions of the Commission and the courts, and has brought 
significant benefits to residential and business consumers of service. These benefits 
have included increased productivity, jobs, and a greater diversity of products and 
services at affordable prices. But competition also has recast the landscape of the 
industry by introducing new pricing and service alternatives to the traditional mo- 
nopoly service offerings which have made established pricing practices difficult or 
impossible to sustain in the future. 

Local telephone companies participate in the provision of the interstate and for- 
eign services subject to the Commission's jurisdiction. They provide the local "tails" 
to such long distance services, and under decisions of the courts they are entitled to 
compensation for the use of their facilities in interstate and foreign calling. In the 
past such compensation was largely the product of negotiation by the involved tradi- 
tional telephone companies, a process which has proved ineffective when new pro- 
viders of long distance services emerged and the local telephone companies had 
little incentive to agree to such "partnership" compensation procedures. 

Most significantly, among the facilities for which local telephone companies are 
entitled to compensation are the non-traffic sensitive costs of local loops, premises 
wiring, and terminal equipment. It is critically important to an understanding of 
the access charge decision to keep in mind that the costs of these facilities do not 
change with usage; a loop costs the same if it is not used at all, or if it is used con- 
tinuously. Yet, the monopoly pricing for long distance service historically covered 
the interstate cost of these facilities solely through usage charges, which had the 
effect of requiring excessive compensation for use by large users of interstate serv- 
ice, and inadequate compensation for use by others. 

The problem with this system is that it created economic and technological ineffi- 
ciencies. Large users of teleconmiunications would pay many times their share of 
NTS costs and have sought service alternatives sucn as private lines which avoid 
the usage-based charges for use of local facilities. New long distance entrants have 



Digitized by 



Google 



109 

sought to mask their service offerings as private lines similarly to avoid such 
charges. The users of traditional MTS and WATS long distance services make up 
the difference. As a result of artificially high prices, users in general made fewer 
long distance calls. 

Under the Commission's access charge plan these forms of unfairness will be cor- 
rected over time. Just as other utilities (such as gas and electric suppliers) which 
are subject to competitive alternatives have separated out "system connection" from 
''usage charges, to ensure that users of competitive alternatives are not subsidized 
by those who do not have such alternatives available, in telecommunications we 
similarly must move toward such cost-based pricing approaches. Only then will the 
full benefits of true competition be realized — competition predicated upon better 
products tailored to consumers' needs, and not competition on how best to escape 
uneconomic pricing policies of traditional suppliers. We believe that when this is 
properly explained to the public, the American people will recognize that the exist- 
ing S3rstem is not equitable, and that the approach of the access charge plan will be 
more fair. 

Furthermore, the traditional use of usage-based charges to recover fixed non-traf- 
fic sensitive costs has had the effect of inflating long distance service rates above 
the actual cost of providing such service. This has effectively suppressed demand for 
interstate and foreign services, thus creating inefficiencies in the use of the public 
switched telephone network. Thus, potential customers are artificially discouraged 
from taking advantage of the many useful services created by the ongoing merger of 
telecommunications and data processing technologies. As the Nation moves into the 
Information Age, we cannot afford to sacrifice the benefits to the national economy 
and to our society that modern telecommunications-related services can provide due 
to artificially inflated toll rates. 

An additional pressure has been created by the Modification of Final Judgment 
(and a similar decision regarding the acquisition of Southern Pacific (Communica- 
tions by GTE). The Modification requires the BOCs to file non-discriminatory cost- 
justified tariffs for exchange access to take effect in connection with divestiture, and 
it requires termination of the contractual compensation procedures (''division of rev- 
enues") long employed in the integrated Bell System to compensate the local tele- 
phone companies for their participation in long distance calling. This has created 
pressure for expeditious action by the (Commission, prior to the scheduled January 
1, 1984, divestiture date, and pressure toward "cost-justified" pricing policies. 

The growing tendency of large users of interstate services to bypass exchange 
facilities to avoid traditional usage-based charges for use of these facilities also is 
threatening the efficiency and continued viability of the public network. Large users 
joining the ranks of bypassers include Citicorp, Westinghouse, Boeing, Las Vegas 
casino owners, and numerous state and local government agencies. Since large users 
would pay a disproportionate share of the non-traffic sensitive costs under the cur- 
rent system through MTS charges, they have had great incentives to utilize alterna- 
tive services and facilities to avoid uneconomic charges. And, as a byproduct of di- 
vestiture, AT&T itself could become the largest potential bypasser of local exchange 
facilities. 

The means for bypass have become available through the recent onrush of tech- 
nology, including satellites, optical fiber, microwave radio, coaxial cable, cellular 
radio, and traditional paired wire cables. Some of the bypass systems already con- 
structed have not been efficient investments in that their costs exceed the costs of 
local telephone companies' exchange plant which could have been used, but the dis- 
torted rates for use of the exchange plant have encouraged such uneconomic invest- 
ment. It makes little sense to maintain ratemaking policies which have the effect of 
creating incentives for bypass artificially when bypass is not the cheapest way to 
transmit information. But this is exactly what the current system is doing. Large 
users which are the most immediate candidates for use of bypass systems have pro- 
vided large amounts of support for local telephone services in their areas. If they 
accept the administrative and cost burdens of constructing bypass facilities, they 
will tend to maximize their use of such facilities and largely avoid use of the local 
telephone companies' exchange facilities. The net result will be that remaining sub- 
scribers, including residential and small business subscribers, will be forced to make 
up the difference and be stuck with higher costs per line for exchange plant. 

In sum, the current system suffers from built-in inequities and inefficiencies 
which are harmful to all consumers and which threaten greater harm in the future. 
Because of bypass and other competitive realities in the current telecommunications 
market, the Commission has sought to minimize uneconomic pricing and discrimi- 
nation, while maintaining consistency with statutory objectives, in a manner which 
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carefully balances economic efficiency with universal service objectives and which 
minimizes incentives to construct and utilize uneconomic bypass systems. 

THE FCC'S MODIFIED ACCESS CHARGE PLAN 

The Communications Act properly and wisely charges the Commission with the 
responsibilities of fostering development and maintenance of a rapid, efficient, na- 
tionwide telecommunications service which is widely available at reasonable 
charges. This latter goal of relatively universal service was pursued in the monopoly 
environment by toleration of the inefficiencies of excessively high toll rates as a 
means of holding down flat-charge local service rates in the belief that such a cross- 
subsidy of local rates contributed to the widespread availability of telephone service. 
This approach certainly made sense in the 1930's and thereafter when telephone 
service was not universally available, when rural sections of this country did not 
have service, and when a major policy goal of the Nation was to ensure that service 
would be made available rapidly to the unserved. The Congress also aided in this 
effort, for example by making Rural Electrification Administration guaranteed 
loans available to telephone companies after 1949. 

But the time has come to recognize our joint success. Telephone service is availa- 
ble universally today at reasonable charges. Penetration rates exceed 95 percent in 
virtually all regions of the Nation. The issue today is not whether telephone service 
should be made available initially to the public, but rather whether, in the light of 
all of the inflationary and other pressures driving all utility rates up, material num- 
bers of subscribers will be forced to discontinue telephone service. We are confident 
that the access charge plan — which does not represent a rate increase to broad 
groups of subscribers — will not cause subscribers to disconnect from the phone 
system. 

The basic philosophy of the access charge plan ultimately is to cause usage-based 
long distance rates to fall and to cause subscribers to cover the fixed non-traffic sen- 
sitive costs with flat charges. We have recognized that this represents a change in 
the way telephone bilis have been rendered, and we have carefully adopted transi- 
tional procedures to ensure that residential subscribers will have an opportunity to 
get used to these new ratemaking procedures. As I will discuss, residential subscribe 
ers will pay a fixed monthly charge of $2.00 in 1984, which will rise to $3.00 in 1985 
and $4.00 in 1986. The remainder of the costs of their non-traffic sensitive facilities 
will continue to be covered in long distance carriers' usage-based charges. We be- 
lieve that, as a practical matter, a $2.00 (or $4.00) charge will not materially affect 
decisions by residential subscribers to retain telephone service. Further, state regu- 
latory authorities have flexibility under the access charge plan to require telephone 
companies to offer low-cost life line tjrpe services to subscribers. If this is done, few 
people will be induced to leave the system. 

But, we do not rest on the assumption that the effects of the access charge plan 
will be minimal. We will be continuously monitoring implementation of the access 
charge plan, related changes in jurisdictional separations procedures, and the tran- 
sitional procedures adopted in both areas, to determine whether changes are war- 
ranted. As I noted earlier, this is the flexibility that the administrative process 
makes available: warranted changes can be made quickly, to minimize adverse ef- 
fects on the public. 

The access charge decisions promote equity and efficiency by providing that all 
customers will pay their fair share of the fixed costs which are directly attributable 
to their telephone service. Some critics of the Commission's action have argued that 
it makes subscribers pay for services they do not use by imposing a flat charge for 
access to the interstate long distance network on all subscribers even if they do not 
make any interstate toll calls. But, as I have explained, the facilities connecting sub- 
scribers to the switched network are dedicated to the use of each individual sub- 
scriber. These costs are fixed and do not vary with usage. Recovering most of these 
costs through flat charges — subject to the kinds of protections for universal service 
which I will describe — is entirely fair. 

Critics of the Commission's decisions still may argue that we should be less con- 
cerned with considerations of fairness because most heavy users of the interstate 
toll network are big businesses which are well positioned to subsidize residential 
customers, especially since some of these customers are needy or elderly persons. 
Although all of us are striving to maintain a communications system which pro- 
vides reasonably priced service to all segments of our society, we must be very care- 
ful in assessing this sort of argument. The current system subsidizes all local rates, 
not just those of the truly needy. And the current system does not target specific 
rate support to high cost areas. We should deal with our concerns for the truly 
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needv and service in high cost areas in a straightforward, targeted manner which 
avoids significant rate distortions and does not threaten the quality of telephone 
service all of us receive. A second problem with this argument is that it ignores the 
fact that these large interstate toll users have alternatives available — they can 
avoid the public network by using facilities which bypass the local exchange. 

The Commission's access charge decisions promote network efficiency by reducing 
incentives for bypass and bringing toll rates in line with usage costs. This is 
achieved by lowering the amount of the interstate portion of local costs which is 
recovered through interstate toll charges. Our staff estimates that, as a result of 
this shift in cost recovery, interstate long distance rates should initially decrease by 
approximately 15 percent for all residential customers and businesses. The Commis- 
sion will have authority to take necessary action to ensure that these rate reduc- 
tions are made available equitably to all users of long distance service. 

Specific actions taken by the Commission yesterday on reconsideration of the De- 
cember access charge decision will assist in lowering MTS long distance rates appli- 
cable to residential and business customers. For example, the Reconsideration Order 
imposes a surcharge (with certain exceptions) upon the closed end of private lines 
and WATS access lines to compensate for their use of exchange facilities. The sur- 
charge, which should amount to approximately $25 per closed end, will further aid 
in reducing MTS rates. Other actions taken in the Reconsideration Proceeding will 
help ease upward pressures on local rates. Under the original Order, Centrex-CO 
access lines were considered to be treated the same as other business access lines 
and would have been subject to a $4.00 flat charge for each line obtained by sub- 
scribers to Centrex-CO service. The problem with this approach was that many sub- 
scribers to Centrex-CO service may have viewed the service as prohibitively expen- 
sive because of the imposition of these access charges. If a significant portion of 
these customers dropped their Centrex-CO service the telephone companies would 
have been left with large investments in Centrex-CO equipment which no longer 
was generating revenues. This investment would have been recovered through in- 
creases in other local rates. The Commission, I believe, has avoided this problem 
upon reconsideration, by pricing the flat charge for Centrex-CO service at the resi- 
dential flat rate, rather than at the higher business rate. This pricing should reduce 
pressures which otherwise would have been generated for local rate increases, while 
also affording Centrex-CO users the time to make reasoned decisions to use alterna- 
tive equipment or continue to subscribe to Centrex-CO. 

Several features in the access charge decision and the recommendations of the 
Joint Board in the Jurisdictional Separations Proceeding advance the objective of 
universal service. Ensuring protection of telephone subscribers while moving to a 
more efficient and equitable method for recovering local exchange costs has been 
one of the Commission's primary goals in the Access Charge Proceeding. We have 
taken four basic steps to achieve this goal. First, we have provided for a gradual 
transition to the new access charge environment so that consumers will have time 
to adjust to the new method of recovering the interstate allocation of local exchange 
costs. Second, the Commission has limited the amount of local exchange costs to be 
recovered from subscribers at the end of the transition period. Third, the Commis- 
sion has established a Universal Service Fund to be paid for by interexchange carri- 
ers, and asked the Joint Board in the Jurisdictioanl Separations Proceeding to pre- 
pare recommendations concerning the level of funding necessary to ensure the con- 
tinued availability of telephone service in high cost areas. Finally, we have provided 
for careful monitoring of access charge implementation to ensure that the anticipat- 
ed benefits are realized and that we have ample opportunity to make any adjust- 
ments necessary to avoid adverse effects. I would like to discuss these features in 
greater detail, with particular attention to the ways in which we intend to safe- 
guard universal service. 

First, as a result of the Reconsideration Order adopted by the Commission yester- 
day, end user usage charges will be eliminated and the flat fee for residential cus- 
tomers will be set at $2.00 for 1984, $3.00 for 1985, and $4.00 for 1986. Under the 
original Order, the minimum flat fee for residential users was $2.00 for 1984 and 
the maximum for that year could have been as high as $4.00. 

It is instructive to put these figures in perspective. While this by itself does not 
justify a price increase, telephone service is and will remain one of the greatest bar- 
gains consumers enjoy, as compared with the costs of other vitcd goods and services. 
Acijusted for inflation, the cost of phone serice has actually fallen by more than 30 
percent between 1972 and 1981, and even in nominal dollars has increased only 30 
percent during that period, a far lowr increase than that in any other major class of 
consumer expenditure over that time. For example, between 1972 and 1981 prices 
for most' other goods and servics have increased dramatically: food 107 percent. 
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medical care 118 percent, gas and oil 277 percent, fuel oil and coal 472 percent. This 
reflects the dramatic productivity and efficiency gains made possible under regula- 
tory policies which have nurtured the rapid introduction of new services and tech- 
nologies in telecommunications. 

We have heard considerable talk recently that the Commission's policies threaten 
to divide the Nation between "haves" and "have nots" in terms of the availability of 
high quality telephone service. Certainly, none of us would want this to happen, but 
it is hard to point to any evidence that we are facing such a risk. The phone bill is 
only a small fraction of the average household's expenditures. In 1981, telephone 
and telegraph services made up only 1.7 percent of all personal consumption spend- 
ing. The percentage for food and tobacco was 22 percent, medical care 11 percent, 
and household energy utilities 5 percent. Since telephone service costs make up such 
a small percentage of household expenditures, it is obvious, that the effects of the 
Commission's access charges will be virtually insignificant. Further, the refinements 
we have made on reconsideration regarding flat fee rates will directly aid consum- 
ers by easing the transition to cost-based rates. 

As a second feature to protect universal service, we have provided that certain 
types of NTS exchange costs will never be transferred to end users. These include 
costs relating to embedded customer premises equipment, inside wiring, and a por- 
tion of central office equipment. Under the so-called "Pure 11" approach which was 
recommended during the access charge proceeding all NTS costs would have been 
shifted to end users. But we have rejected this approach in order to protect univer- 
sal service. 

Third, the modified Order provides that the change to flat fees for the recovery of 
NTS costs will not be carried out immediately but rather will be phased in over a 6- 
year transition. This obviously does not constitute an "abrupt" transition, although 
there have been attempts to characterize it that way. 

Fourth, the recommendations of the Joint Board in the Jurisdictional Separations 
Proceeding will result in a further safeguarding of universal service. As I have men- 
tioned, the Commission requested the Joint Board to prepare recommendations for 
changes in separations procedures to protect subscribers in high cost areas. The 
Joint Board, composed of four state regulatory commissioners and three members of 
the Commission, adopted basic recommendations for changes in jurisdictional sepa- 
rations at its April 15, 1983, meeting. The full text of the Joint Board's decision will 
be released in the near future. 

Under the present system, the proportion of local exchange costs allocated to the 
interstate jurisdiction varies from company to company since the interstate alloca- 
tion is a function of the relative level of interstate calling. As a result, some sub- 
scribers pay more of their local exchange costs through local exchange rates than 
others. The Joint Board has recommended that all companies allocate 25 percent of 
their NTS local exchange costs to the interstate jurisdiction. Most of these costs will 
eventually be recovered directly from telephone subscribers under the Commission's 
access charge plan. 

The Joint Board has recommended, and I support, a requirement that interex- 
change carriers help pay the cost of local telephone plant in high cost areas through 
a Universal Service Fund. This will reduce the intrastate revenue requirement and 
allow lower local rates in high cost areas. This rate support would be available to all 
companies with NTS costs more than 15 percent above the national average. It 
would cover, at a minimum, half of the costs above this level, this percentile of 
covered costs is substantially greater in higher cost areas. The Joint Board also has 
recommended capping the access charge mandated by the Commission so that no 
subscriber would pay an interstate access charge which is more than twice the na- 
tional average. The full package of subscriber protection recommended by the Joint 
Board requires interexchange carriers to pay almost all NTS local exchange loop 
costs in excess of twice the national average. 

These recommendations were endorsed by all four state commissioners on the 
Joint Board. These provisions will provide a substantial amount of protection for 
telephone subscribers in high cost areas. At the same time, these recommendations 
are carefully tailored to avoid reintroducing incentives for inefficiencies in using in- 
terstate services. 

A fifth protection is the extensive monitoring requirements we have adopted. The 
monitoring procedures will enable us to make necessary adjustments to protect uni- 
versal service. The Access Charge Order, as modified, requires the Commission, 
before the end of the third year of the transition, to evaluate the impact of access 
charges in order to make changes in the system to protect universal service. Also, 
the Commission yesterday voted, in response to a petition filed by the Michigan 
Public Service Commission, to examine currently pending local rate requests, gather 
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data regarding the potential effects of recent federal actions on local service rates, 
and prepare a report by December 1, 1983. This action by the Commission also is 
responsive to concerns expressed in House Resolution 231. 

We also have begun action to establish an access monitoring plan to protect uni- 
versal service. Information regarding rates and the number of residential access 
lines will be collected annually during the transition period. This will enable us to 
assess rate trends and determine whether residential disconnects are increasing. 
This will serve as a warning system enabling us to make necessary changes to pro- 
tect universal service. Also, the Joint Board in the Jurisdictional Separations Pro- 
ceedings has recommeded that it be given ongoing authority to monitor the effects 
on universal service of both the separations changes and the access charge plan. 

Finally, the Order allows carriers to seek a waiver of the requirement that end 
user charges be imposed in response to targeted life line services which may arise 
on the state level. This represents a mechanism under which new charges may be 
avoided for the truly needy. 

PENDING LEGISLATIVE PROPOSALS 

I would like to devote the balance of my statement to some brief comments re- 
garding pending legislative proposals affecting the access charge decision and spara- 
tions recommendations, as well as some other proposals relating to our regulatory 
decisions and authority. Let me begin by reemphasizing that many of the concerns 
addressed in the various bills before you have been addressed in the Commission's 
access chaise decisions, just as they were by the many parties filing comments 
during the five years of proceedings which led to adoption of these actions. 

First, several proposals would keep the current system in place and then ulti- 
mately replace it with an access charge system which continues to use interstate 
toll rates to subsidize local costs. I am concerned, as my previous testimony has indi- 
cated, that such an approach could allow the problems of economic inefficiency and 
b3rpass to continue to grow. Delay in facing up to these problems could make dealing 
with them down the road much more difficult. Further, keeping the current system 
in place may conflict with the operation of the MFJ. The MFJ requires a new 
S3rstem of cost-based access charges and there is considerable pressure to have this 
new system in place at the time of divestiture. The legislation, by proposing to leave 
the current S3rstem in place for up to two years, is not consistent with the MFJ be- 
cause the MFJ eliminates the present division of revenue agreements between 
AT&T and the BOCs. This inconsistency could cause considerable confusion unless 
the matter is specifically addressed in legislation. 

Second, several proposals would establish a Universal Service Fund similar in 
concept to the Fund recommended by the Joint Board, and funded under the access 
charge decisions through carriers' payments toward support of high cost exchanges. 
It is essential that any legislative requirements for calculating high cost and provid- 
ing for their recovery do not magnify the problems of inefficiency and bypass which 
I have discussed, or diminish incentives for exchange carriers to innovate and use 
efficient facilities and procedures to provide service. If the Fund is required to carry 
too great a burden in subsidzing local service costs, interstate toll rates will go up 
and interexchange cturiers and large users will be driven toward alternatives which 
avoid such support. Your Committees should be very careful in reviewing whether 
proposed legislation makes a realistic assessment of the load which can be placed on 
interstate toll rates. 

One proposal, for example, would permit local telephone companies to recover 90 
percent of that portion of their costs exceeding 110 percent of the national average, 
and 100 percent of their costs over 250 of the national average. This formula would 
require approximately $840,000,000 annually for the Fund, compared to approxi- 
mately $395,000,000 under the Joint Board Plan (using 1980 dollars). 

Pending proposals also suggest that exchange carriers should be eligible for reim- 
bursement from the Fund if their costs for "intra-LATA" service, rather than strict- 
ly local service, exceed the national average. Since intra-LATA service will include 
a considerable amount of intrastate toll services, such an approach would have the 
effect of using interstate rates to subsidize long distance services and facilities on 
the state level. There may be a risk that his expansion of the concept of universal 
service to cover subsidizing intrastate toll rates could materially increase interstate 
rates by expanding the size of the Fund and cause inefficiencies in the use of inter- 
state services. 

Finally, several proposals have sought to deal with the bypass "problem." One ap- 

r roach, for example, would impose a $100,000 fine for bypassing the local exchange, 
am concerned that the bypass problem may elude any such direct legislative at- 
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tempt to stamp it out with criminal or civil penalties. In many cases it is very diffi- 
cult to identify when bypassing is actually occurring. It could cost the government 
substantial sums of money to investigate possible violations and to adjudicate the 
imposition of fines. Also, the proposed legislation applies to ''any" transmission of 
telecommunications which avoids accessing the local exchange. This could be con- 
strued as meaning that each plane call is subject to a $100,000 fine, rather than 
what probably was intended, a single fine for use of the facilities. Further, many 
carriers and companies already have spent considerable sums of money to set up 
private communications systems. There is a need to clarify whether any new legisla- 
tion is intended to bar the continued use of these in-place systems, and to address 
the difficult issues of what their status will be in the future. Finally, although provi- 
sions such as these are proposed to be placed in the Communications Act, it is not 
clear whether they intended to be a forfeiture or a criminal fine. If a criminal fine 
is intended, enforcement responsibility would be in the Department of Justice, and 
not in the Commission. Perhaps this should be clarified in any legislation which 
might be adopted. 

A second proposed legislative approach to the bypass problem is to require per- 
sons who bypass local exchange facilities to pay a charge to the local phone compa- 
ny anywav, on the apparent theory that the local exchange serves as an available 
"back up' for these systems and thus is entitled to their support. But this may be 
viewed as the same as saying it would be fair to impose a tax on the airline industrv 
in order to subsidize local street construction because the roadways are a "back up 
to airline transportation. A potential problem with this approach is that it could 
hinder technological development and impede productivity in the telecommunica- 
tions industry. A further problem is a legal one. There is some doubt that local tele- 
phone companies in fact could assess a charge on a non-subscriber, when the very 
nature of service charges is contractual and the bypassers would not have entered 
such contracts. 

The Commission's access charge decisions discourage uneconomic bypass — that is, 
investments in bypass systems which have costs greater than the costs of the ex- 
change plant. But the tax-like approach which is being discussed, unlike the Com- 
mission's action, could "throw the baby out with the bath water" by handicapping 
the development of alternative systems which are economically efficient. The 
strength of this industry is its ability to develop technology for new and better serv- 
ices. Penalizing the development of economic bypass systems, which are a signifi- 
cant spur for improvement of common carriers' S3rstems, could undermine the indus- 
try's greatest asset. The Senate, incidentally, in passing S. 66 has sought to promote 
the development of these economic alternatives by permitting cable companies to 
provide bypass services. 

There also are a number of other legislative proposals pending before your Com- 
mittees which do not directly relate to the access charge decisions or separations 
recommendations, but which do affect other Commission decisions and our regula- 
tory authority. I would like to comment briefly on some of these proposals in an 
effort to assist your committees as you consider legislation. 

First, certain of these proposals would overturn actions taken by the Commission 
regarding the depreciation of telephone company plant. These proposals would 
permit the states to set their own depreciation rates for facilities used for both local 
and long distance service. Although the Commission has sought to cooperate with 
the states as much as possible in the development of telecommunications policies, 
my concern with this depreciation proposal is that it could undermine the continued 
development of pro-competitive policies which we have established. The problem is 
this: Many states have prescribed depreciation rates which extend the capital recov- 
ery period beyond the realistic useful life of telephone company assets, and these 
depreciation rates do not apply to competitors. This approach has denied the phone 
companies the recovery of their capital investments in a timely manner. This, in 
turn, has made it difficult for the phone companies to implement new technologies, 
to price their services efficiently, and to improve and expand their services. This 
appears to be especially critical to the BOCs which will need to be placed in a posi- 
tion of economic viabilitv after divestiture if continued service is to be maintained 
to local ratepayers who depend upon these local monopolv entities. 

All of this makes it much more difficult for the telephone companies to compete 
with companies which are not subject to these depreciation schedules, and also 
slows technological growth. The Commission has acted to establish depreciation 
rates which provide a more realistic capital recovery mechanism. It is my view that 
the states should not be given authority to undercut this Commission effort to foster 
competition and technological innovation. 
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Second, it has been proposed that the Commission should be required to ensure 
that rates for basic local telephone service do not exceed 110 percent of the national 
average for comparable services. It would be extraordinarily difficult for the Com- 
mission to devise any national average for basic local service, primarily because 
there is a proliferation of different types of local service permitted under state tar- 
iffs and there is no consensus about which ones are "basic" and which are not. An- 
other potential problem with this approach is that it could dilute the ratemaking 
authority of state commissions. Their discretion regarding how local costs will be 
recovered through the ratemaking structure could be limited because the Commis- 
sion — not the states — would be enforcing a cap on basic local phone rates based 
upon some undefined national average. It is my view that there is no need to do 
away with the present federal-state partnership regarding telephone ratemaking. 
The states have a legitimate role in exercising responsiblity for local phone rates 
and this role should be permitted to continue. 

Third, several bills contain a provision requiring that, contray to the MFJ and the 
Commission's Computer II decisions, embedded CPE will continue to be owned by 
the BOC's after divestiture and will remain under state tariff until fully depreciat- 
ed. (Under the MFJ, AT&T would own all embedded CPE after divestiture.) Keeping 
embedded CPE under tariff, in my view, could run counter to the pro-competitive 
steps taken by the Commission in its Computer II decision. In that proceeding we 
noted a general consensus that a substantial level of competition has developN^ in 
the terminal equipment market, and this finding led us to deregulate the offering of 
new terminal equipment. We currently are conducting proceedings to deregulate 
embedded equipment. (Although we have noted in that proceeding that the continu- 
ation of state tariff regulation may be an option for certain categories of embedded 
CPE if the requirements of certain court decisions cannot be satisfied by a detariff- 
ing plan, we have stressed our intention to fashion a plan which avoids any need for 
continued tariffing.) If the terminal equipment market is competitive there simply 
is no need for further regulatory involvement. 

A further concern is that keeping embedded CPE under tariff may not be in the 
best interest of local ratepayers. Because of growing competition and rapidly chang- 
ing technology, many telephone customers are turning in their telephone equipment 
in order to purchase new equipment from other vendors. If embeded equipment re- 
mained under tariff, the phone company still might be entitled to recover its invest- 
ment in this returned equipment through increases in other local rates and, thus, 
the local ratepayers would bear the burden caused by the loss of the embedded 
CPE's revenue stream. 

Fourth, recent proposed legislation would amend the Communications Act to give 
the Commission authority to forebear from regulating telecommunications services 
and facilities if forebearance is warranted by the level of competition. It is my view 
that such legislation would provide useful clarification of the extent to which the 
Commission has authority to exercise its discretion to refrain from imposing r^ula- 
tion upon competitive segments of the telecommunications industry. There is no 
need to impose the full panoply of rate, entry-and-exits, and service regulation 
under Title II of the Communications Act upon telecommunications companies with 
limited market power. The view of the Commission has been that Title II of the 
Communications Act can be fairly construed as being designed to limit the conduct 
of dominant telecommunications firms, and that the mechanisms of Title U do not 
promote the public interest when employed with respect to the conduct of firms 
which do not have market power. Clarification of the Act in this regard would facili- 
tate the continuation and expansion of the proHJompetitive policies we have devel- 
oped. 

Fincdly, it has been proposed that state commissions be given authority to require 
exchange carriers to lease and maintain on request a single basic one-line telephone 
and associated inside wiring for subscribers within the state. These offerings would 
be made pursuant to state tariffs. It is my view that such legislation is not neces- 
sary because of action already taken by the Commission. In the Computer II pro- 
ceeding the Commission has consistently^ indicated its commitment to the belief that 
marketplace forces can ensure the efficient provision of telephone eouipment to all 
customers. We have recognized, however, that during the transition from a regulat- 
ed environment to a CPE environment which is governed by market forces there is 
a potential that disruptions in the provision of CPE to telephone customers may 
occur. In light of this potential problem we adopted an Order in May 1983 in re- 
sponse to a petition fileil by the National Association of Regulatory Utility Commis- 
sioners. The Order establishes, on an experimental two-year basis, procedures under 
which state commissions may require carriers (other than those which are subject to 
the structural separation requirement of our Computer II decisions) to serve as car- 
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riers of last resort in the provision of CPE to customers. It is my view that this ap- 
proach is the surest means of minimizing any risk that disruptions of service may 
occur during the transitional period while also ensuring that the pro-competitive 
policies adopted in Computer II are permitted to operate. There is no need perma- 
nently to require carriers to be subject to tariff requirements regarding the provi- 
sion of CPE, as is proposed in the legislation. Such an approach, in fact, could 
impair the continued progression to a competitive CPE market. 

CONCLUSION 

Let me conclude by emphasizing that all of us can agree on our basic objectives: 
universal service, efficient use of telecommunications services and facilities, a strong 
telecommunications industry, and technological growth. The rapid changes in the 
industry are forcing us to make critical choices, and I believe that the decisions 
made by the Commission promote the goals of equity, efficiency, and universal serv- 
ice. As your two Committees begin to consider legislation, I urge you to consider 
carefully the multiple dimensions upon which your policy decisions will bear. We at 
the Commission are sensitive to the public interest requirements of the Communica- 
tions Act, and to the concerns you have expressed. In that spirit let me stress that 
the Commission is anxious to cooperate and assist you in your efforts to achieve 
these common goals. 

I thank you for this opportunity to appear before you today, and I welcome the 
chance to respond to any questions you may have. 

[The following information was subsequently received for the 
record:] 

Federal Communications Commission, 

Washington, B.C., August 19, 1983. 
Mr. Ward H. White, 

Senior Counsel, Committee on Commerce, Science, and Transportation, U.S. Senate, 
Washington, B.C. 

Dear Mr. White: After reviewing preliminary transcripts of the hearings of July 
28, 1983, on telephone pricing policies. Chairman Fowler has asked me to furnish 
your Committee and the Committee on Energy and Commerce of the House of Rep- 
resentatives an elaboration of certain of his remarks before the Committees. 

First, there were several questions regarding the residential flat charges during 
the last three years of the transitional period under the Commission's access charge 
plan. This correspondence provides the Senate and House Committees a more exten- 
sive explanation of the action taken by the Commission regarding residential flat 
charges. 

The Commission's Reconsideration Order eliminates end user usage charges and 
provides that, absent any evidence of harm to universal service, all costs assigned to 
the end user common line element will be recovered through flat end user charges 
at the end of a six-year transitional period ending December 31, 1989. In 1984 the 
monthly residential flat charge is set at $2.00. This increases to $3.00 in 1985 and 
$4.00 in 1986. At the end of the third year of the transition, the Commission will 
examine the operation of the access charge system to determine whether it has re- 
sulted in any adverse effects upon consumers or upon the goal of universal service. 
If the Commission concludes that no changes in the access charge plan are neces- 
sary, then the residential flat charge for the remaining three years of the transition 
would be determined as follows: At the beginning of each of the three years 25 per- 
cent more of the remaining common line revenue requirement would be shifted to 
end users; the remaining 25 percent would be shifted at the beginning of 1990. Thus, 
100 percent of the common line element would be paid in flat end user charges be- 
ginning in 1990. 

Under this approach, the $4.00 residential flat charge in effect in 1986 could be 
increased during the last three years of the transition. Using 1984 estimated costs, 
we estimate that the flat charge for residential lines will average $4.35 for 1987, 
$4.70 for 1988, $5.05 for 1989, and $5.42 for 1990. The $5.42 figure is derived by di- 
viding the estimated total common line revenue requirement for 1984 (approximate- 
ly $6.5 billion) by the total number of access lines (approximately 100 million), and 
dividing the result by 12. It should be noted that this is an average estimated 
monthly rate; the actual rate could be lower or higher depending upon each tele- 
phone company's revenue requirements. After the transition, residential and busi- 
ness end users served by the same company will pay the same interstate access 
charge per line. The High Cost Factor recommended by the Joint Board in CC 
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Docket No. 80-286 provides that no end user may be required to pay an access 
charge which exceeds 200 percent of the national average. 

Second, certain remarks made bv Chairman Fowler in response to questions posed 
by Senator Danforth warrant elaboration. It ia necessary to point out that, when 
Chairman Fowler indicated to Senator Danforth that the Commission's flat end user 
access charges would account for approximately 50 percent of the rate increases 
which the residential telephone customer could expect by the end of 1986, Chairman 
Fowler's assumption was that the overall local rates would rise to an average level 
of approximately $18 by the end of that year. If local rates were to rise above an 
average of $18— for reasons which have no relationship to the Commission's access 
charges — then the access charges obviously would account for a smaller percentage 
of these total increases in local rates since the access charges are held constant at 
$2.00 for 1984, $3.00 for 1985, and $4.00 for 1986. 

In Texas, for example, Southwestern Bell has requested a rate increase which 
would raise rates for basic monthly service from $10 to $30.35— an increase of 204 
percent. If this were allowed to become effective, the Commission's access charge 
would add $2.00 to this monthly bill in 1984. This would account for only 9 percent 
of what the totfd increase may be, or 6 percent of what the total monthly charge in 
Texas may be. Another example is offered by New Mexico, where Mountain Bell is 
seeking to raise basic monthly rates from $11.57 to $35.83— an increase of 210 per- 
cent. The Commission's $2.00 access charge in 1984 would account for only 8 percent 
of what the toted increase may be in New Mexico, or 5 percent of what the totfd 
monthly charge may be. 

I hope that this discussion has clarified the remarks made by Chairman Fowler at 
your hearings, and that it will give the Committees a better understanding of the 
charge calculation methods and the relationship between these charges and 



overall local rates. I would like to request that, if it is possible and deemed appropri- 
ate, this correspondence be included as part of the hearing record as an amplifica- 
tion of the remarks made by Chairman Fowler. If I can be of further assistance in 
providing information regarding the access charge decision, please do not hesitate to 
call upon me. 

Sincerely, 

Jack D. Smith, 
Chief, Common Carrier Bureau. 

Chairman Packwood. Mr. Chairman, I think we had better con- 
clude this, and we will take about a 10-minute recess and come 
back at 12:25. 

[Recess.] 

Chairman Packwood. The hearings will come back to order, 
please. 

We will now move on to our first panel, and I indicate again, it is 
Chairman Dingell's and my intention to simply go right through 
until we finish the three panels. So if we could have the panel of 
the public utilities commissioners: Edward Hipp, Eric 
Schneidewind, Susan Leisner, and Lisa Rudd. 

You have all been very, very patient this morning and we appre- 
ciate it. Why do we not start off in the order you appear on our 
witness list, unless you have arranged the order differently among 
yourselves. Commissioner Hipp, go right ahead. 

STATEMENTS OF EDWARD HIPP, COMMISSIONER, NORTH CARO- 
LINA PUBLIC UTILITIES COMMISSION; ERIC SCHNEIDEWIND, 
CHAIRMAN, MICHIGAN PUBLIC UTILITIES COMMISSION; SUSAN 
LEISNER, COMMISSIONER, FLORIDA PUBLIC UTILITIES COM- 
MISSION; AND LISA RUDD, COMMISSIONER OF ADMINISTRA- 
TION, DEPARTMENT OF ADMINISTRATION, STATE OF ALASKA, 
ACCOMPANIED BY JULIANA GUY, DEPUTY COMMISSIONER FOR 
TELECOMMUNICATIONS 

Mr. Hipp. Mr. Chairman and members of both the Senate and 
House committees: My name is Edward Hipp. I am a member of 
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the North Carolina Public Utilities Commission. I am appearing 
here also as the chairman of the NARUC's Communications Com- 
mittee. That committee met yesterday and discussed both of these 
bills, and then reported to the executive committee of the NARUC 
yesterday afternoon. 

Chairman Packwood. Hold on just a moment. 

Could vou keep that door going to the outside closed, please. 

Go right ahead. 

Mr. Hipp. The National Association of Regulatory Utility Com- 
missioners, through their communications committee and through 
their executive committee also, wholeheartedly support the philos- 
ophy of both of the bills that are being considered here today. 

The primary reason is the turmoil that we see coming in tele- 
communications regulation, which will come close to being a crisis 
if it goes on without any abatement or without any change, be- 
cause we feel that the burdens being placed upon a substantial 
number of users by the rate increases threatened by the deregula- 
tion changes will be too great. 

We appreciate the role the Congress is taking here and the hear- 
ings that are being conducted here today, because we think that 
this is the only way that the problem can be solved. We think that 
universal service is in true jeopardy under the rate increases that 
are proposed. There is no question in our mind that the rate in- 
creases will average at least 100 percent across the country from 
the access charges alone, when you consider the interstate access 
charge and the intrastate access charge together. 

Chairman Packwood. Say that again? 

Mr. Hipp. We consider that the rate increases on the average 
customer's bill will be at least 100 percent from the access charges 
alone, and that is the interstate access charge and the intrastate 
access charge together. That is the $7 interstate access charge and 
an intrastate access charge that will probably run $6. 

Chairman Packwood. So you mean 100 percent would be over 
this 3-year period of the phase-in? 

Mr. Hipp. It will be over the 6 years, Mr. Chairman. But they are 
not the only increases that are coming from deregulation. 

We have the rapid increase in the rate of depreciation caused by 
new technologies that is aging out most of the present plant over a 
very rapid period of time, and because of the competition that is 
shifting the cost burden from some groups to other groups, primar- 
ily from the business groups to the residential groups, to meet the 
competition in the business sector. And all of those are contribut- 
ing to increases which will substantially be above those attributed 
just to the access charge. 

So, we think, Mr. Chairman, that the dream that has been ex- 
pressed some several years, that technology and competition would 
bring great progress to all telephone users in the United States, is 
not being met for a major sector of the telephone users, and that is 
the low- and middle-income sector. And it would be at least 50 per- 
cent of the users that are not experiencing the benefits promised 
by technology and the benefits promised from competition, because 
of the rate increases that are being imposed upon them. 

The new round of rate increases in North Carolina, a 60-percent 
increase pending by Southern Bell on residential users, which is on 
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residential users almost exclusively and the business users in some 
of the tariffs are getting an actual decrease and in the overall tar- 
iffs to some customers increases of 3 and 4 percent. 

These access charges shift such a tremendous amount of the cost 
from the business sector that was using a large part of the toll, 
down to the end user that the access charge is the greatest burden 
that is being placed from all of the changes. 

Because of these changes — we have been through both of the 
major bills that are here, Senator Packwood's bill and Representa- 
tive Dingell's and Wirth's bill. And we support all of the main pur- 
poses and all of the main philosophies of those bills. 

We support particularly even the name of the bill, to start with, 
the Universal Telephone Service Preservation Act of 1983. We 
think it is well named and needs to be enacted to preserve univer- 
sal service. We certainly support the purpose, to preserve nation- 
wide availability of basic local telephone service to residential and 
rural customers at reasonable rates. 

And we would urge, finally, if I may conclude, that you persist 
with the philosophy behind these bills. We have very minor 
changes that 100 percent of all States may not sujraort in one or 
the other of the bills 100 percent with all States. There are some 
differences in the way that a high cost factor might apply, whether 
it be at 110 percent or 115 percent. There are some small differ- 
ences over the way a lifeline tariff might be applied or might be 
provided in national legislation. 

There are some small differences about the way the joint board 
might be structured. The States, of course, prefer a very structured 
independent joint board, with a strong representation from the 
States. 

The one thing that we do request be changed, in the Senate bill 
particularly, as distinguished from the House bill, is the provision 
in the Senate bill that would take away the State jurisdiction over 
intrastate toll and transfer that to the FCXD. We feel like that is 
more procedural than dealing with the merits, because we do not 
feel that is necessary to the philosophy of the bills, we believe that 
the States can retain intrastate toll and still accomplish the pur- 
poses of the bill. It is the one main resource that the States have 
left to try to temper some of the rate increases on local customers. 

So with those very minor differences that we have among the 
States, we certainly support wholeheartedly the philosophy of the 
bills, and we thank you for this opportunity to make that presenta- 
tion. 

[The statement follows:] 

Statement of the National Association of Regulatory Utility Commissioners 

Good morning, Mr. Chairman, my name is Edward B. Hipp. I am a Commissioner 
of the North Carolina Utilities Commission, a position 1 have held since 1977. I am 
testifying today on behalf of the National Association of Regulatory Utility Commis- 
sioners (NARUC), whose Committee on Communications I chair. Accompanying me 
today is Rita A. Barmann, NARUC Director of Congressional Relations. 

The NARUC is a quasi-governmental, non-profit organization founded in 1889. 
Within our membership are the governmental agencies of the fifty States, the Dis- 
trict of Columbia, Puerto Rico and the Virgin Islands which are engaged in the reg- 
ulation of utilities and carriers. Our chief objective is to serve the consumer interest 
by seeking to improve the quality and effectiveness of government regulation in 
America. 
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At the outset, I would like to commend Senator Packwood, Representatives Din- 
gell and Wirth, and the members of both the Senate Committee on Commerce, Sci- 
ence and Transportation Committee and the House Energy and Commerce Commit- 
tee for choosing to move expeditiously on legislation designed to preserve universal- 
ly available basic telephone service in the United States. That you have convened 
these unusual joint hearings is an impressive illustration of the high priority you 
have placed on this legislative effort. Maintaining affordable telephone service for 
all has long been one of the chief concerns of State utility regulators nationwide. 
The members of the NARUC are pleased to be in the position of offering you guid- 
ance as you seek an appropriate means of ameliorating local rate increases that 
threaten universal service, rather than one of convincing you and your colleagues 
that congressional action is indeed needed in this area. 

My comments today will focus on the concepts underlying the major proposals 
before your committees and the extent to which our Association believes these solu- 
tions would be effective remedies to the local telephone rate increase problem about 
which there is such widespread agreement. Two preliminary observations are in 
order before I turn to that analysis. First, I would emphasize that our objective 
should be not only prevention of local rate increases that are much higher in some 
parts of the country than in others, but also prevention of nationwide rate hikes 
which would be uniformly devastating. Secondly, it is incumbent upon Congress to 
recognize the crucial role that State regulators necessarily play in assuring the 
availability of reasonably priced telephone service, and to craft legislative cures 
which preserve the State s regulatory authority in this regard. Thus we applaud the 
acknowledgment in the purpose of H.R. 3621 (the Wirth-Dingell bill) that continued 
universal service depends upon the sufficiency of State regulatory authority. ^ 

ACCESS CHARGES 

The thrust of virtually all the relevant legislation before you is to set in place a 
mechanism by which exchange carriers compensated for providing access to the 
local exchange network. Currently, the long-distance carriers provide such a reve- 
nue contribution through the separations process. As a result of the Federal Com- 
munications Commission's (FCC's) recent Third Report and Order in its MTS and 
WATS Market Structure Inquiry^ the burden of a substantial portion of exchange 
carriers' fixed plant (non-traffic sensitive or NTS) costs is to be shifted to the resi- 
dential and commercial subscriber through the imposition of end-user access 
charges. The FCC's chief rationale for mandating this shift is to eliminate dispari- 
ties in the pricing of interstate toll service attributable to usage-based allocation of 
NTS costs. 

Although the FCC's access charge decision contains the Commission's first explicit 
acknowledgement that preservation of universal telephone service is required by the 
Communications Act of 1934,^ its decision does not otherwise reflect, our view, an 
appreciation of how universal service will be threatened by the imposition of flat- 
rate, end-user access charges. Moreover, the Commission has clearly overstepped the 
bounds of its jurisdictional authority over interstate communications in mandating 
what is in essence a local service charge. The NARUC continues to assert these ar- 
guments in seeking judicial review and reversal of the access charge decision;* 
there is little question, however, that congressional action to redirect Federal policy 
in this area is a far preferable route. To that end, therefore, we support the intent 
of both H.R. 3621 and S. 1660 as both measures relate to the establishment of an 
access charge mechanism. 

Regarding the specifics involved in establishing and implementing an access 
charge system, the NARUC believes that both responsibilities should be delegated to 
the State commissions insofar as possible, in accordance with flexible Federal guide- 
lines. The Wirth-Dingell bill would require only partial FCC delegation of such au- 
thority (that relating to access tariffs for interexchange carriers that directly inter- 
connect with exchange carrier facilities s); it would give the FCC exclusive authority 
over access charges for indirectly interconnected carriers and for carriers which 
offer alternative exchange access facilities or services comparable to those offered 
by exchange carriers. 



» See Section 2(bX3) of H.R. 3621; see also Section 2(bX3) of H.R. 3440, a bill proposing the Uni- 
versal Telephone Service and Ratepayer Protection Act of 1983. 

« CC Docket No. 78-72 (released February 28. 1983). 

3 Third Report and Order, pp. 27-29. 

* See brief of the NARUC in NARUC v. FCC and USA, et ai. Docket No. 83-1225, United 
States Court of Appeals for the District of Columbia. 

» See proposed Section 221(cX9KA) of H.R. 3621. 
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Moreover, even this partial delegation is further weakened because it would be 
subject to FOC rules or procedures as well as to FCC review. S. 1660, on the other 
hand, would vest exclusive authority over access charges with the FCC and permit 
the Commission to decide whether and to what extent such authority should be del- 
egated to the State commissions.^ 

Although the approach taken in H.R. 3621 is preferable to that contained in the 
Packwood measure, we feel strongly that neither bill proposes a satisfactory juris- 
dictional division of responsibilities with respect to access charges. Furthermore, 
provisions in both bills should be revised so as to maintain the maximum degree of 
flexibility practicable in the computation and imposition of access charges. Specifi- 
cally, the NARUC believes that the legislation should not preclude State regulators 
from considering non-cost-based factors, such as value of service, for example, in for- 
mulating interstate access charges. State regulators should be free as well to adopt 
access charges which have {or have not) an end-user fee component.'' 

Implicit in our view that the State commissions are the appropriate authorities to 
oversee the creation and maintenance of an interstate access charge S3rstem is our 
vigorous support for a continuation of the jurisdictional allocation of regulatory au- 
thority provuled for in the 1934 Communications Act. The State commissions are 
clearly the most desirable forums for the resolution of issues which directly impact 
upon local telephone rates. Where matters of joint concern are involved, use of the 
Federal-State Joint Board mechanism is appropriate. We therefore strongly oppose 
that provision of S. 1660 ^ which would allow the FCC to assert jurisdiction over all 
NTS subscriber loop costs attributed to the Federal jurisdiction. 

UNIVERSAL SERVICE FUND 

Turning to the Universal Service Fund mechanism, the NARUC supports estab- 
lishment of such a means of assuring that universal telephone service is available at 
affordable rates throughout the Nation, including, but not limited to, rural and 
remote areas. (H.R. 3621 's proposed Section 225(a) emplo3rs language which closely 
tracks the State regulatory position on this question.) The Packwood and Wirth-Din- 
gell measures propose two distinct formulas for exchange carrier eligibility for sub- 
sidies from the USF. The NARUC is still studying the ramifications of these formu- 
las and thus takes no position favoring one over the other at this time. 

As I mentioned earlier, the spectre of local rate increases that are precipitous yet 
applicable across-the-board is just as alarming to State regulators as is the prospect 
of increases which are much higher in some areas than in others. Given the fact 
that the USF proposed in most of the legislation before you would be designed to 
remedy only deviations from the nationwide average cost of local service, a transi- 
tional mechanism, such as the transitional account proposed in Section 225 of the 
Wirth-Dingell bill, is essential. The NARUC thus advocates making this transitional 
account a permanent mechanism, so as to assure a minimum level of revenues for 
exchange carriers (i.e., that received in 1982) as the move to the access charge 
system is made. 

Regarding penalties for violation of the proposed Federal statute, the NARUC 
prefers the $100,000 level contained in S. 1660 rather than H.R. 3621's $50,000 level, 
for the obvious reason that potential bypassers could absorb the latter fine more 
easily than a $100,000 penalty. However, we request that S. 1660's standard for im- 
posing such a penalty— avoiding access charge payments with the intent to deprive 
an exchange carrier of revenues— be revised so as to be less restrictive. In light of 
the unpre^ented character of the access charge system, proof of such "intent to 
deprive" is an unreasonably stringent burden. 

Regarding proposed guidelines for payments from the USF contained in H.R. 
3621, we suggest that the last of these criteria may well be inconsistent with the 
legislation's intent to protect universal telephone service. This provision would con- 
dition USF payments on whether they "unreasonably impede the entry and oper- 
ation of competitive suppliers of exchange services," • It would be premature to 
enact such a requirement absent a thorough analysis of whether unbridled competi- 
tion at the local exchange level is in the public interest. 



• See proposed Section 221(2) of S. 1660. 

^ Proposed Section 201(0 of S. 1660 would completely preclude imposition of end-user charges. 

• See proposed Section 221(0. 

• See proposed Section 225(dX2XD) of H.R. 3621. 
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UNIVERSAL SERVICE BOARD 

The successful implementation of the USF depends largely on the administration 
of the Fund provideid by the Universal Service Board as proposed in the universal 
service legislation. The NARUC believes it is essential to the effective administra- 
tion of the USF that the overseeing body be composed of a majority of State com- 
missioners and that it be granted administratively final authori^. Our long experi- 
ence with the current Joint Board mechanism, under which the FCC must refer sep- 
arations matters to a State-majority Joint Board for an advisory decision, »• has dem- 
onstrated that effective State input in the decision-making process depends upon 
more than msgority representation on the Board. The expertise of the States will be 
invaluable in ascertaining exchange cturiers' revenue requirements and consequent 
eligibility for USF monies. The FCC should not be given the power to alter the de- 
terminations of a body whose composition accurately reflects the States' closer van- 
tage point in this regard. We therefore endorse those provisions of H.R. 3440 which 
would establish a Universal Service Board composed of three State commissioners 
and two FCC commissioners and empowered to make administratively final deci- 
sions." 

In addition, we request that language be added to any resulting legislation which 
would authorize payment of travel expenses for the State members of the Universal 
Service Board and their State staff members. 

PREEMPTION OF STATE AUTHORITY OVER INTRASTATE TOLL RATES AND SERVICES 

S. 1660 would transfer to the FCC existing State regulatory authority over intra- 
state interexchange rates and services." The NARUC submits that such a jurisdic- 
tional transfer is not merely an unnecessary facet of universal service legislation; it 
is rather a proposal that would only exacerbate the problem of local rate increases 
that the legislation is intended to remedy. Preemption of State authority over intra- 
state toll services would require that the FCC's judgment be substituted for that of 
the individual State commissions concerning issues that are purely intrastate in 
nature. Apart from the fact that this sharply conflicts with the basic principles un- 
derljring our Federalist System, it would further reduce the panoply of regulatory 
tools currently at the States' disposal to ensure fair rate structures which promote 
universal service within their respective jurisdictions. 

This is exactly the wrong direction that congressional action in the telecommuni- 
cations policy area should be taking at this time. Stripping the States of their intra- 
state toll jurisdiction would serve no purpose other than to usurp legitimate State 
authority and make the critical task of maintaining reasonable telephone rates even 
more difficult. 

We therefore request that no such provision be included in any resulting legisla- 
tion. 

OTHER ISSUES 

In the interest of time and succinctness, I will make only brief comments on other 
significant issues raised in the major bills. We would be pleased to provide your 
committees with more elaborate explanations of our positions on these matters at a 
later date. 

DEPRECIATION 

The NARUC strongly supports Section 7 of H.R. 3621, which would clarify State 
authority over depreciation methodologies for exchange facilities and for the portion 
of jointly used facilities assigned to the States' jurisdiction by the proposed Univer- 
sal Service Board. The FCC's recent decision to preempt such State authority is one 
of a number which, if left intact, will exert yet more upward pressure on local tele- 
phone rates. 

PROVIDER OF LAST RESORT 

Likewise, State regulators support proposed Section 227 of the Wirth-Dingell bill, 
which would permit State commissions to require exchange carriers to provide and 
maintain basic telephone equipment upon customer request. This provision parallels 
a recent FCC decision adopting a modified version of the NARUC's provider-of-last- 



»• See 47 U.S.C.1 410(c). 

" See proposed Section 227 of H.R. 3440. 

» See Section 5(aHc) of S. 1660. 
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resort proposal. Assuring that basic equipment is obtcdnable for every telephone 
subscriber is clearly in line with the goal of making basic service univeraally availa- 
ble and affordable. 

LIFELINE SERVICE 

The NARUC supports Federal legislation enabling the FCC and the State commis- 
sions to make "lifeline" telephone service available at discounted rates, if deemed 
appropriate by such regulatory authorities. 

CROSS-SUBSIDIZATION PROHIBrnON 

The NARUC submits that consideration of revenues from certain unregulated 
services or products other than from printed directory advertising, or Yellow Pages, 
should be permitted in determining exchange carriers' revenue requirements. Spe- 
cifically, we suggest that revenues from cellular services and from the sale of new 
customer premises equipment be permitted to be so considered. 

CONCLUSION 

Mr. Chairman, I would like to reiterate our unqualified support for the congres- 
sional effort to preserve universal telephone service in America. Your deliberations 
on this matter are more than timely: they are an essential precondition to a speedy 
resolution of the local rate increase dilemma that faces us all. The members of the 
NARUC stand ready to assist you as you seek such a resolution. 

Thank you for your attention. 

Chairman Packwood. Commissioner, thank you. 

I think you addressed your comments very appropriately, be- 
cause it is a philosophical issue and for those who do not agree 
with the philosophy of the bill there is not much we could do to 
change it that would make it satisfactory. For those that do agree 
with it, I am convinced the differences can be harmonized. 

Commissioner — do I pronounce it correctly — Schneidewind? 

Mr. Schneidewind. That is absolutely perfect. 

Senator Packwood, Chairman Dingell, Senators and Congress- 
men, all of us are here today, I think, because we recognize that 
the telephone consumers of the United States are going to get hit 
with a sledge hammer in the next 12 months, and after that it is 
only going to get worse. That sledge hammer is not being driven by 
just a little old $2 access charge. It is the cumulative result of a 
number of decisions that have been taken. 

The FCC's access charge will be a major factor in rate increases. 
The FCC's preemption of State depreciation practices will be 
almost as great a factor, and takes away from us the authority to 
set capital recovery rates, and it will have a tremendous increased 
impact on rates. 

In addition, the breakup of the AT&T S3rstem takes away from 
the Bell operating companies a large and profitable segment of 
their intrastate long-distance business, and those profits will have 
to be made up in the form of local increases or else we will see de- 
terioration of the phone S3rstem. 

Finally, the entire S3rstem of revenues and business in the tele- 
phone industry has been changed. It is now a funnel in which costs 
come in from many different areas and come right down on the 
local service rate, without the ability to spread those costs, as we 
did in the past, over equipment, long distance, and local services. 
Now they all come down on local services. 
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So whv are we here? It is not because of a little $2 access chaise 
that will grow and grow. It is because of many factors that came 
together. 

But that is not really the reason that we are here. We are here 
because many polic3rmakers in many different areas of r^ulation 
did not have before them a clear, precise, and l^ally binding 
standard which would have made their actions march to the tune 
of universal service. They had no requirement binding upon them 
to tailor their actions to the requirement that service be affordable. 
Rather, they acted independently and let the results come togetlier 
in what I think is a haphazard manner, in a manner that Congress 
is now finding that it cannot live with. 

So what are we going to do, to urge you to do today? It is not to 
create a new system, without caution and without due process, look 
at a new system. It is to start the process of saving an existing 
system that has worked well in preventing a catastrophe. That is 
what we are here to do today. 

And we are here to talk about a transition to a new Sjrstem 
which will combine competition and universal service, but will do 
it in a way that is measured and deliberate and is based on fact 
rather than being done in a haphazard fashion, which has come to- 
gether in a way that none of us can live with. 

What is that new policy that we are looking for, at least at the 
State level? First and foremost — and it is the one point that I 
would stress above all other points, and that is that there must be 
a linchpin, a keystone, a foundation to that new piece of legisla- 
tion, and that must be the notion that the existing penetration of 
telephone service into this Nation must be preserved. It must not 
be allowed to erode. 

That policy must be expressed in such clear terms that subse- 
quent decisions of regulatory bodies and other bodies, which you 
C€uinot specify in any piece of legislation, will be guided by and in 
fact required to comply with such a requirement. So the require- 
ment must be in there that will provide the guidance in a legally 
enforceable standard of universal service which C€un be used to test 
any of the innumerable actions which will take place in the years 
to come in various regulatory agencies. 

The second linchpin of the strategy, narrowing down, is a stand- 
ard or law that will allow all telecommunications users to contrib- 
ute to a system when it is necessary to preserve the system, to 
treat our telecommunications system like a system of fire protec- 
tion, police protection or schools, which cannot survive if people 
may opt in and out at will. For in such a system the strong and the 
wealthy will always have the services they require, but the service 
for the low-income people, for the rural user, will deteriorate and 
disappear in many instances. 

So there needs to be a funding mechanism which will support 
the system for all. 

Third, there must be participation by State regulators and Feder- 
al regulators in policysetting on both access charge mechanisms 
and depreciation, to set some national sense of direction, but leav- 
ing implementation of the specifics at the local level in both those 
critical areas, so that we can tailor cash flow and the amount of 
basic rate increases to local conditions. 
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Finally, the last element of a policy must be that consumers who 
require, and indeed have no choice but to require, the installation 
and maintenance of a basic instrument from some entity, have that 
at their dispc^al, and that State regulators have the authority to 
require a basic instrument to be installed and maintained where 
necessary and where alternate providers do not exist. 

Mr. Qiairmen, both Qiairman Dingell and Chairman Packwood, 
that is an outline of the broad policy of telecommunications which 
indeed could combine competition and universal service, and is 
broad enough to survive the decades to come. We ask for your help 
in working for such a policy. 

Thank you. 

[The statement follows:] 

Statement of Eric J. Schneidewind, Chairman, Michigan Pubuc Service 

COBOOSSION 

Chairman Packwood, Chariman Dingell, Chairman Wirth and members of the 
Senate Commerce, Science and Transportation and House Energy and Commerce 
Committees. 

For the last year and a half, state regulators have warned that local telephone 
exchange rates were going to double or triple as a result of pending federal actions. 
State regulators listed the proposed Modification of Final Judgment, the preemption 
of depreciation practices by the FCC, the implementation of Computer n, and final- 
ly the access charge order (CC Docket 78-72) of the FCC as the causes of the dou- 
bling or tripling of local exchange rates. Let us review events which have occurred 
since our first warning. 

State regulators have participated vigorously in the proceedings before Judge 
Harold Greene and have managed to reduce the adverse impact of the Modification 
of Final Judgment on local exchange rates. The proposed Modification has been al- 
tered to allow the Yellow Pages operation to remain with operating companies, to 
allow operating companies to reenter the customer premises equipment market and 
other markets at the option of Judge Greene, and the operating companies have 
been granted significant revenues from patents and licenses filed by AT&T, as well 
as use of the BeU logo and trademark. Finally, we have obtained assurances that 
the costs related to network reconfiguration and additional equipment to assure 
equal access, which were caused by divestiture, would be borne by AT&T or other 
interexchange carriers. These alterations in the proposed modification of Final 
Judgment have enhanced the economic future of the Bell Operating Companies, as 
well as having a favorable impact on the cost of local service. 

Unfortunately, the fact remains that the massive administrative costs of divesti- 
ture, costs of network reconfiguration and equcd access which are incurred, but not 
as a result of divestiture, as well as the loss of the most profitable intrastate toll 
revenues to AT&T, will result in significant rate increase for the local customers of 
Bell Operating Companies throughout the United States. In Michigan these in- 
creases were originally estimated to be $3.00 per customer per month, but will be 
somewhat reduced if AT&T and the Department of Justice fail in their attempt to 
obtain reconsideration or reversal of Judge Green's decision to impose divestiture- 
related equal access on AT&T. 

In addition, the FCC has preempted the states' depreciation authority and at the 
same time ordered implementation of new depreciation methodologies which will 
assure more rapid capital recovery and, hence, higher local rates for many local ex- 
chan£» customers. 

In Michigan, the ultimate effect of this FCC order will be about $2.55 per custom- 
er per month if the position advocated by FCC staff for implementation of CC 
Docket 79-105 is adopted. Implementation of the FCC staff position was averted, at 
least until 1984, be settlement of a pending; Michigan Bell rate request (U-7473), 
which specified a compromise means of retiring reserve deficiencies related to adop- 
tion of remaining life by amortizing such deficiencies over 10 years. Use of this com- 
promise enabled the Michigan Commission to adopt the Remaining Life concept 
while approving increases equivalent to only about $1.25 per month, rather than the 
$2.55 per month inherent in the FCC staff position. If states such as Michigan fail in 
their court challenge of CC Docket 79-105, which preempted state authority over 
depreciation practices, the FCC can be expected to require depreciation practices 



Digitized by 



Google 



126 

which raise telephone rates in Michigan by about $2.55 per month above levels in 
effect January 1, 1983. 

All states are facing a January 1, 1984 implementation of the FCC's access charge 
order and indications are that, if anything, exchange carriers will be requesting 
higher interstate flat fees in their access charge mechanisms than had ever been 
anticipated. Our original estimate was that interstate and intrastate access charges 
placed directly on the customer wotdd total $4 per month in Michigan. While the 
relationship of the level of interstate to intrastate access charge has not been deter- 
mined, the total of both charges requested by Michigan Bell will undoubtedly equal 
or exceed $4 per residential customer per month unless the FCC reconsiders its deci- 
sion. 

Another decision in FCC's Docket No. 79-105 required exchange carriers to ex- 
pense, rather than to capitalize, the costs related to station connections. This change 
in accounting treatment began in 1981 and will be fully applicable by 1984, adding 
approximately 60$ per month per customer to the bills of Michigan basic telephone 
service customers. 

Also, the FCC issued an order in CC Docket No. 80-286, which will phase out the 
toll support for existing leased terminal equipment by year end 1987. Tbia order will 
add approximately 63$ per month per customer to the bill of a basic telephone serv- 
ice subscriber by 1984. Further rate increases will be required as a result of the sub- 
sequent portions of this phase-out. 

The Modification of Fmal Judgement proposed on January 8, 1982 by the Depart- 
ment of Justice and AT&T will have a severe impact on the cost of service for the 
basic telephone serice subscriber. The first detrimental impact will occur because, 
taken together with the FCC's Computer n decision, the Modification of Final 
Judgement destroys the ability of state regulators to spread the costs of basic serv- 
ice over various optional equipment offerings and intrastate toll service which are, 
in most cases, purchases made at the option of a customer. The Modification of 
Final Judgement requires the Bell Operating Companies to spin off inteivexchange 
intrastate toll services and transfer this business to AT&T. This organizational 
change will make it impossible for state regulators to use profit from long-hatd in- 
trastate toU to support basic service or to spread revenue requirements from basic 
service offerings onto toll offerings. Thus, increased expenses in the telephone ex- 
change will be placed on the basic telephone rate because such expenses cannot be 
added to toll, equipment or other non-basic services. 

In summary, then, state regulators in general, and those of us in Michigan in par- 
ticular, must view the future of exchange service with a' great deal of alarm when 
we realize that the cumulative impact of the federal actions described above will be 
to approximately double basic telephone service in Michigan within the next twelve 
months and to cause even higher rate increases in other states. 

It has been widely acknowledged that sudden and significant increases in tele- 
phone rates will cause many customers to discontinue iMisic telephone service. Sev- 
eral estimates have been produced which attempt to quantify the percentage of cus- 
tomers who discontinue telephone service as the result of any given level of in- 
crease. The most recent review of this subject is contained in Appendix G of the 
FCCs access charge decision, CC Docket No. 78-72, dated December 22, 1982. This 
Appendix, at paragraph 4, indicates that "Most of the Measures" of price elasticity 
''fall around —.1; that is, a 10 percent increase in price will lead only "a 1 percent 
decrease in the quantity purchased." In other words, the FCC conclusion is that a 
price increase for basic telephone service customers of 100 percent will cause 10 per- 
cent of these customers to drop their basic telephone service. 

In Michigan, a bit of recent history would lead to the conclusion that the FCC 
estimate is on the conservative side. In 1975, the Michigan Public Service Commis- 
sion issued an order increasing the rates of the Hickory Telephone Company by 54 
percent from $10.66 to $16.35. As a result of this increase and a significant amount 
of local concern, approximately 14 percent of the customers discontinued their basic 
telephone service. 

It is safe to predict that a sudden doubling of telephone costs to basic telephone 
service customers will cause at least 10 percent to 14^ percent of these customers to 
drop basic telephone service, but, unfortunately, the drop-off will not stop at this 
point. Once customers discontinue their telephone service and cease paymg on a 
regular basis, the costs of the plant that was installed to serve them must still be 
paid. Unfortunately, as with the railroads during the fifties and sixties, the reaction 
of a regulated utihty to the loss of customers is to request and generally obtain the 
right to spread its existing fixed costs over the reduced number of customers stiU 
remaining on the system. This can produce a deadly spiral in which revenues go 
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down through loss of customers, fixed costs are spread over fewer customers, which 
in turn causes rate increases to those customers and a further loss of customers. 

Let us follow this process through several pycles. If Michigan Bell loses 10 percent 
of their customers, the necessity of spreading those fixed costs over the remaining 
customers would cause a rate increase of 11 percent to the remaining basic service 
customers. If 14 percent of their basic service customers discontinue service, the 
impact would be a 16 percent rate increase for the remaining customers. These in- 
creases, using the price elastici^ data above, would cause a further drop-off of 1.1 
percent of customers in case of the 10 percent drop-off or 2.2 percent of customers in 
the case of the 14 percent drop-off. 

If we follow this process through one more pycle, the result would be a third loss 
of customers of .1 percent in case of the 10 percent drop-off and .3 percent in the 
case of the 14 percent drop-off. Thus, in total, a doubling of rates could cause a cu- 
mulative drop-off of 11.2 percent if our price elasticity data is —.1 and 16.5 percent 
if our elasticity figure is —.14. In other words, a doubling in basic service rates 
could cause a cumtdative loss of basic telephone service to one out of every 9 cus- 
tomers or one out of every 6 customers. 

It is quite likely that many states will see a tripling of basic telephone service 
costs, rather than a doubling, and in these states, it is quite possible that one out of 
every 4 customers could lose basic telephone service. 

It is my contention that a loss of basic telephone service in the magnitude de- 
scribed above will destroy the concept of universal telephone service in t£as country. 

In economic cost, citizens in rural or inner dty areas would immediately experi- 
ence higher insurance costs due to a lack of rapid access to fire protection, and 
could experience similar increases in health insurance costs due to a lack of emer- 
gency access to health services. 

It will no longer be possible for these citizens to obtain rapid access to home 
repair services, banking services or other retail services, including receipt of calls 
placed through .the telecommunications services provided by competitive Other 
Common Carriers. Businesses in these areas will obviously suffer indirectly from 
this lack of access. In the larger context, both business and government will suffer if 
1 out of every 9 or 1 out of every 6 families does not have access to a telephone. 
Large industnal or retail corporations will find that many of their workers cannot 
call in sick and curange for substitute employees. Similarly, corporations or govern- 
ment agencies will find that they cannot quickly commumcate with all of their em- 
ployees in the event that a plant is shut down for emergencies or other technical 
reasons. Much governmental planning for emergencies depends upon the ability to 
communicate by telephone with literally all citizens. In the case of natural disast- 
ers, such as floods, tornadoes or chemical spills, no assured, alternative means of 
communication really exists. Military preparedness cotdd similarly suffer from the 
lack of ability to quickly and surely contact reserve personnel for call up to duty. 
The banking institutions which have depended upon the telecommunications net- 
work as a future means of making banking services available quickly and rapidly to 
rural or elderly customers will have to modify their plans. 

The existence of universal telephone service has made it possible for people in 
rural areas and in inner city areas to become part of the national telecommunica- 
tions network of the future. Suburban areas which are populated by people with 
access to surface transportation or nearby commercial institutions will find alterna- 
tive means of conducting their business or obtaining emergency services. It is the 
rural and inner city areas that do not have access in many cases to alternative 
forms of transportation because of their widely dispersed geographical nature or be- 
cause of income limitations that prevent purchase of automobiles or maintenance of 
these vehicles. The loss of universal telephone service, therefore, could make laige 
rural areas and inner city areas virtually off limits for much of the business and 
governmental activitv that goes on today and is planned for the future. 

In addition, the absence of basic telephone service could subject inhabitants of 
rural areas or inner city residences to far higher costs of insurance or health care 
services than would currently be the case. Businesses which now can quickly and 
efficentiy access the residences of rural and inner city areas will find that in many 
cases they do not have economically attractive alternatives to the telephone for 
reaching these people. In effect, the loss of universal telephone service could make 
larffd areas of our country off limits to business and government. 

fte break-up of the AT&T system, as well as recent actions of the FCC, have com- 
bined to force the United States Congress to make a historic decision. This decision 
will determine the fate of the telecommunications system in the United States for 
decades to come. At first glance, it appears as though Congress is being asked to 
choose between benefits of competition and the benefits of universal service. On the 
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one hand, the concept of universal service has served this country weU and given it 
a communications system unmatched around the world, a high quality communica- 
tions system which serves about 95 percent of our people. On me other hand, the 
benefits of competition promise to make available new equipment and new services 
in unmatched variety and at lower price potentially than under any other economic 
systeixk. 

I am one who calls on Congress to forge a bold new telecommunications polipy 
which will combine the benefits of competition and universal service for the decades 
to come. I call upon Congress to make the clear commitment to a uniquely Ameri- 
can communications polipy which will harness the benefits of competition where 
competition has been proven an effective delivery mechanism for goods and services 
and to make the decisions necessary to preserve a system of universal service that 
has served this country well for fifty years. 

The new telecommunications polipy set forth by Congress must prevent the whole- 
sale bypass of local exchange telecommunications systems, recognizing that bjrpass 
of those systems will be a financial catastrophe that would eliminate the abib^ to 
provide high quality, pervasive telecommunications services. At the same, the new 
telecommunications polipy must avoid concentrating the cost of the telecommunica- 
tions i^tem on the basic customer and, thus, promoting the lai^e-scale drop-off of 
lower income Americans. 

The new telecommunications polipy forged by Congress must ensure that Ameri- 
cans will have access to the widest variety of competitively priced equipment that 
the world's markets can offer, as well as access to many dinerent companies that 
provide innovative transmission services for voice, data and uses undreamed of 
today. But at the same time, this new telecommunications policy must assure that 
all Americans have the opportunity to the connected by a viable and technically ad- 
vanced system which will serve their basic needs and enhance the economic future 
of this nation as a whole. 

What are the steps necessary to achieve this bold new telecommunications policy? 

First, the new policy of telecommunications must recognize that the heart of our 
telecommunications system is the local telecommunications exchange. Without 
sound physical plant and universal access at the local level, no telecommunications 
network can truly be universal, pervasive, or an asset to our nation's economic 
future. No telecommunications system can serve to unite Americans at a national 
or state level unless the local plant and personnel are of the highest quality. 

Second, the new telecommunications policy must recognize that a sound, reliable 
and advanced local telecommunications system cannot exist if such a system is sup- 
ported by only a few low-income or low-volume customers. It goes without saying 
that recent advances in the cable industrv and the penetration of cable systeps 
throughout the United States, as well as other technologies, have created competing 
networks at the local exchange level. Congress must face in a forthright manner the 
question of whether more than one basic telecommunications network can be finan- 
cially sound at the local level. If some sense of order is not brought to the potential 
chaos of numerous local communications networks serving the local community, 
none of these networks can prosper serving the needs of the basic services customer 
and in all likelihood, the local telecommumcations system will wither and die. 

This leads unavoidably to the conclusion that the government has a role to per- 
form in ensuring that at least one comprehensive, universally available local ex- 
change network is available to serve each and every American. Such a universally 
available network cannot exist any more than a fire department, police department 
or school system can exist if there is not some universal obligation to supp<nrt such a 
system. It is truly a legitimate role of government to make sure that basic services 
necessary to the welfare of the community are supported by all, rather than a few. 
For if only the few support a basic service, the service will either become prohibi- 
tively expensive or its quality will deteriorate through lack of funding. The required 
level of funding need not be limitless, but it must be of an amount which will 
ensure that the current penetration of telephone service on a national level is not 
reduced. This test, and only this test, is legitimate as a goed and basic principle for 
our national telecommunications policy. 

In practical terms, this means that all providers of telecommunications service, 
whether public or private, have a basic obligation to support the local exchange net- 
work at a level necessary to bridge the gap between the revenues that may be col- 
lected without driving customers off the system and the level of revenues neoessarv 
to preserve, maintain and upgrade a local telecommunications network that is avail- 
able to all and useful to all. 

The second basic principle of a telecommunications policy must be to allow re- 
sponsible local authorities the full latitude necessary to dischaxge their teleoommu- 
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nications responsibilities. Specifically, this means that the preemption by the FCC, 
in its Order 79-105 of state PUC depreciation authority over local telecommunica- 
tions plant, must be repealed. State regulators are rightfully held responsible for 
the quality and availability of exchange telecommunications service at the local 
level Yet, it is impossible, or will be impossible, for them to discharge this responsi- 
bility if so basic a component of ratemaking and telecommunications utility health 
as depreciation is exercised by a body in Washington that is not held responsible for 
rates or quality of service at the local level. Moreover, it will be impossible for any 
federal authority to actively involve itself in the intricacies of cash flow require- 
ments for thousands of local telecommunications providers. Without tlie authority 
to establish depreciation practices for local plant, state regulators in fact will be de- 
prived of the means to discharge their responsibilities to local customers and the 
federal regulators will not have the familiarity with local conditions necessary to 
perform their duties in a sensitive and accurate fashion. 

This is not to sav that overall national goals or policies regarding depreciation 
practices may not be appropriate. Rather, it may be desirable to ^tablish broad 
goals through recommendations or policies at a national level but ensure that local 
state authorities have the flexibilities necessary to tailor those policies to local con- 
ditions, revenue re(}uirements or customer needs. An excellent example of this phe- 
nomenon occurred m a recent Michigan Bell rate case U-7473, in which the Michi- 
gan Public Service Commission approved a settlement which adopted the Remaining 
Life concept. Instead, however, of disposing of reserve deficiencies in a manner con- 
sistent wiui FCC staff policy, the MPSC approved a ten-year amortization schedtde 
which guaranteed the company recovery of unfunded reserves and at the same time 
lessened the rate impact that more rapid recovery would have caused. This is an 
example of a Commission willing to address needs for more rapid capital recovery, 
but at the same time easing the transition to those new methods in such a way as to 
preserve universal service. Such flexibilily is absolutely imperative to the ability of 
any local regulator to preserve both quality of service and affordability of service. 
Thus, national telecommunications policy must reemphasize the role of the local 
regulator in the depreciation arena while speaking to the need for policies or recom- 
mendations at a national level which will assure capital recovery policies that build 
and maintain a high qualitytelecommunications network. 

In CC Docket 78-72, the FCC implemented an access charge structure which over 
a period of five years will place an increasingly heavy biirden for interexchange 
access on the local telecommunications customer, whether or not that customer uses 
interexchange telecommunications services. The placement and amount of that 
burden by the FCC was done in a fashion which gave the local regulator little abili- 
ty to avoid large increases in the basic service rate. Other means of addressing a 
legitimate revenue requirement without charging the interexchange toll system 
were not permitted to state regulators. Once again, flexibility at the local level 
might have enabled local commissions to recover the necessary revenue in ways 
wluch were both fiscally sound and avoided large-scale rate increases on the basic 
telephone service cost, which in turn would provoke large drop-off in the telecom- 
munications system. It should be clear by now that many alternatives existed to the 
flat CAI£I charge utilized by the FCC. State commissions wishing to exercise such 
options might have restructured their short-haul toll rates to recover more funds or 
reconfigured local calling areas to generate more toll revenue, considered various 
message charges on toll or exchange calls or permitted a more gradual transition to 
any CAI£I that may become necessary. These alternatives could generate the reve- 
nue necessary to offset reductions in the usage component of access charges. None 
of these alternatives are easy, yet many of them might have been used to avoid the 
laige increases being placed on low-income and low-toll users. 

A new telecommunications policy must contain a framework for setting access 
charges which allows meaningful participation at both the national and local levels. 
Such a polipy must start revenues at the current levels of support being received 
tlurough the separations and settlements procedures. Next, a new access charge 
policv must involve both state regulators and federal regulators in a joint board 
which will establish access charge polipy. This joint board could develop guidelines 
and rules which were broad enough to ensure that bypass would be avoided at the 
local level, vet essential revenues generated to support the telecommunications 
system. At the same time, the joint bocutl should be limited to the role of providing 
broad guidelines with implementation of these guidelines at a local level being left 
to state commissioners, or at the option of state commissioners, relinquished back to 
a federal authoritv such as the FCC. The new telecommunications access charge 
policy could provide an avenue of appeal for local commission decisions to the joint 
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board to assure all carriers of fair treatment and the ability to obtain a hearing 
outside a local jurisdiction. 

Finally, a new national telecommunications policy rightfully must rely upon com- 
petition as the main source of providing customer premises equipment. This policy 
would recognize that the competition in the provision of sophisticated business tele- 
communications equipment has worked largely to the beneHt of all customers. Simi- 
larly, many residential customers have beneHtted in terms of price and choice from 
competition in the residential customer presmises equipment market. But there are 
many Americans who are unable to take advantage of a competitive customer prem- 
ises equipment market. Many of these Americans live in rural areas, low-income 
urban areas or are physically or mentally disadvants^ed. These people will continue 
to depend upon the local exchange company to provide at least the basic telephone 
instrument and maintenance of that instrument on a leased basis. It is sound policy 
to require that at least one provider in each area be available to install and main- 
tain the basic telephone instrument to communicate in this society. Provision of 
such instruments can be consistent with competition if it is fully compensatory to 
the local exchange telecommunications company and if state regulators are given 
the choice of requiring local exchange carriers to provide basic instruments. In this 
way, state regulators may choose to require a local exchange carrier to provide 
equipment in areas which are not currently being served and yet may decide that in 
many areas sufficient competition exists to exempt the local exchange carrier from 
such a requirement. In any event, the need of society for a reliable, pervasive tele- 
communications system will be served by ensuring that each resident has access to 
both the telecommunications system and the basic instrument necessary to access 
that system. 

The four principles listed above would combine to provide a telecommunications 
system that preserves existing levels and pervasiveness of telecommunications serv- 
ice and at the same time provides competition in the provision of interexchange 
service and equipment. By requiring all telecommunications users to contribute to 
the local exchange system, the vitality and technical excellence of that system 
would be preserved while giving all users the option to use the system or not, at 
their discretion. At the same time, all Americans would have a choice of customers 
premises equipment and interexchange services. 

This is the time for Congress to plot a course of telecommunications policy for the 
rest of this century. A wise course will combine competition and universal service 
and recognize that universal service in telecommunications, as with schools, fire and 
police protection, may not be maintained without some basic obligation on the part 
of all Americans to maintain a system that benefits all. This basic decision, coupled 
with a decision to return to states the level of authority necessary to make the local 
system responsive to local needs, will create a telecommunications system that can 
survive any imaginable level of technical change and still provide high quality, uni- 
versally available service. 

Chairman Packwood. Thank you. 

Commissioner Leisner. 

Ms. Leisner. Thank you, Mr. Chairman. 

Congressmen and Senators, I am very pleased to be here today to 
comment on the proposed legislation to insure the affordability of 
local phone service for all Americans. 

Not too long ago, last year after the AT&T divestiture was an- 
nounced, State regulators from across the country tried to assess 
its impact on local rates. As you may recall, Mr. Brown of AT&T 
said rates need rise no faster than inflation. Judge Greene con- 
curred and said that rates need not rise because of the Bell break- 
up. 

Then last December the FCC made its access charge decision, 
switching billions of dollars in costs onto local phone customers. 
Once again, State regulators tried to assess the impact not only of 
the divestiture and the access charges, but also of the FCC ruling 
taking away our jurisdiction over depreciation methodology. 

We concluded that a doubling or tripling of rates was soon to be 
seen in this country. We thought rates of $30 to $35 a month would 
be here within 1, 2, or 3 years after divestiture. 
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Well, it turns out we were all wrong. The inflation rate is now 
hovering around 4 percent, while the rate requests we are seeing 
are 50 to 250 percent. We are seeing all of the Bell operating com- 
panies filing rate requests throughout the country, citing the dives- 
titure as a primary justification for these requests. 

And we, the regulators, were also wrong. We were far too opti- 
mistic. Those $30 a month rates we were predicting for 1, 2, or 3 
years from now are here today in Texas and Tennessee, as you 
have already heard. 

Word of these impending rate increases is finally getting out. It 
is getting out to local politicians, to the State regulators, who have 
known about it all along, to Congress, and most importantly to the 
local ratepayers. It is now time for Congress to act. 

First, you must overturn the FCC's access charge decision and 
prevent those billions of dollars in costs from being shifted onto the 
local consumer. 

Second, you must take care to keep as many people as possible 
on the telephone network, regardless of where they live and what 
their income might be. The soul of our society is at stake here. We 
cannot become a nation divided by technology, where business and 
the wealthy use their computers, their microwave dishes, and their 
fiber optic cables, to benefit from the world's most advanced com- 
munications network, while an entire underclass exists that does 
not even have the ability to pick up the receiver on a plain black 
telephone and dial 911 in an emergency. 

We must maintain universal service in this country, and if that 
means building a universal service fund to provide continued sup- 
port for this national treasure, then that is what we must do. All 
providers and all users of the telecommunications network should 
contribute to that fund, including long-distance carriers, bypassers, 
and private systems. 

It is imperative for the interest groups that are now benefiting so 
enormously from deregulation, competition, and the AT&T break- 
up to shoulder some of the burden that these actions are shifting to 
the local consumer. What we are asking today is that these enter- 
prises give up just a very small part of their not inconsiderable rev- 
enues to insure that the American people have the ability to afford 
basic telephone service, to communicate with their neighbors, their 
relatives, and their government. 

None of us wants to turn the clock back on the great advances 
we have seen in technology, but neither do we want to return to a 
time when only a few people had a phone in their homes. 

It might be well to remember one of the great political miscalcu- 
lations in recent history. It occurred in 1936, when the Literary 
Digest, then the Nation's most popular magazine, did a postcard 
poll on the upcoming Presidential election. The results of that poll 
indicated that there would be a landslide victory for candidate Alf 
Landon. 

What did the Literary Digest go on? First, they used the sub- 
scription list of their own subscribers, who were much better off 
than most people in the country. And second, they added to their 
own list two lists of two other wealthy groups in the country, auto- 
mobile owners and, you guessed it, telephone subscribers. 
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It seems that back in the 1930's the vast majority of the Ameri- 
can people did not own a telephone. They could not afford a tele- 
phone, but they sure could vote. 

Let us hope that Congress acts now so that we do not have a re- 
currence of this phenomenon in the next decade. Thank you. 

[The statement follows:] 

Statement of Susan W. Leisner, Commissioner, Florida Pubuc Service 

Commission 

Congressman and Senators, I am extremely pleased to be here today to comment 
on proposed legislation that will ensure the afTordability of basic telephone service 
for all Americans. 

Not long after the AT&T Divestitute was announced, state regulators from 
around the country began to assess its impact on local rates. As you may recall, 
Charles Brown, AT&T Chairman, claimed that rates would rise only as fast as infla- 
tion. Judge Harold Green concurred and stated that local rates, indeed, would not 
have to be raised because of the Bell break-up. 

Then, last December, the FCC made its decision to impose long distance access 
charges, in the form of a flat monthly fee on telephone users, regardless of whether 
any long distance calls are made. Once again, state regulators tried to assess the 
impact on local customers. We finally concluded that the combination of the demise 
of the AT&T monopoly, the FCC's disastrous access charges decision, plus new de- 
preciation and accounting methodologies being forced on state regulators by the 
FCC would double or triple local rates, forcing a $30 basic monthly residential fee 
within a short time after divestiture was completed. 

Well, it turns out now, that we were all wrong. Inflation is hovering at around 
4%, while rate requests are reflecting 50% to 250% increases. Bell Operating Com- 
panies are filing rate cases throughout the country claiming divestiture as a pri- 
mary justification for needed increases in revenues. It appears that even state regu- 
lators were overly optimistic in assessing the swiftness and magnitude of these local 
rate requests. We foresaw $30 to $35 per month rates 1, 2, or 3 years after January 
1, 1984. This startling prediction proved to be an underestimation. These dollars in- 
creases are today, in rate requests filed recently in Texas and Tennessee. 

For awhile, at least, after the death of H.R. 5158 last year at the hands of AT&T, 
there seemed to be little congressional interest in putting forward any new telecom- 
munication legislation. There appeared to be a "let's wait and see if something terri- 
ble happens" attitude. Well now something terrible has happened — recordbreaking 
rate requests across the country, compounded by an FCC plan to shift some $7 to $9 
billion in costs from the long distance market to the local consumer. 

The word of these impending rate increases is finally getting out, not just to state 
regulators, who have known about it from the start, but to local politicians, the Con- 
gress, and most importantly, to the ratepayers themselves. 

It is now time for Congress to act. First, you must overturn the FCC access charge 
decision and prevent those billions of dollars in costs from being imposed on all of 
this country's ratepayers in a flat monthly charge. Secondly, you must take extreme 
care to keep as many citizens on the telephone network as possible, regardless of 
where they live and what their income might be. The soul of our society is at stake 
here. We cannot become a nation divided by technology, where business and the 
wealthy use their computers, their microwave dishes, and their fiberoptic cables to 
benefit from the world's most advanced telecommunications network, while an 
entire under-class exists without even the ability to pick up the receiver on a plain 
black telephone and dial 911 in an emergency. 

We must maintain universal service in this country. And if that means building a 
universal service fund to provide continued support for this national treasure, then 
that is what we must do. All providers of telecommunications should contribute to 
the fund including long distance carriers, bypassers and private systems. 

It is imperative for the interest groups that are benefiting so enormously from 
deregulation, competition and the break-up of AT&T, to shoulder some of the 
burden that these actions are shifting to the residential ratepayers. The Bill 
McGowans' and the Charlie Browns' of this world would do well to adopt the atti- 
tude of Boston businessman Edward Filene who once remarked about taxes, "Why 
shouldn't the American People take half my money from me? I took all of it from 
them." 

What we are asking here today is that these enterprises give up just a verv small 
part of their not inconsiderable revenues to ensure that the American people have 
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the ability to afford basic telephone service — to communicate with their neighbors, 
their relatives and their government. 

As you are probably aware, state commissioners and BOC representatives have 
met several times in the last six weeks to discuss our mutual interests in federal 
telecommunications legislation. While we certainly have our differences on some of 
the issues that might be addressed in legislation, we have come to at least informal 
agreement on several broad principles. These include: (1) establishment of the uni- 
versal service fund, with a broad network of contributors, and (2) an effective pro- 
gram to maintain universal service at current levels throughout the country. 

I know that there will be strong support from the state commissions on these 
issues, and many others which have already been addressed in the bills filed. I am 
also optimistic that the local telephone companies will join the states in their push 
for universal service legislation at this time. 

None of us wants to turn the clock back on our great advances in technology* but 
neither do we want to return to a time when only a few people had a phone in their 
homes. 

It is well to remember one of the great miscalculations in recent political history 
which occurred in 1936. In that year, the Literary Digest, then the most popular 
magazine in the country, conducted a postcard poll on the upcoming presidential 
election. The results of the poll predicted a landslide for Alf Landon, who, in reality 
managed to carry only two of the forty-eight states. 

Where did the Literary Digest go wrong? It seems that in addition to polling its 
own subscribers who were better off than the average voter, the magazine used the 
names and addresses of two other "affluent" groups — automobile owners and, you 
guessed it, telephone subscribers. In the 1930s, the vast majority of the country's 
population couldn't afford a telephone, but they sure could cast a vote. If Congress 
reaffirms our national policy commitment to universal service this Session we can 
all rest more comfortably that this situation will not recur any time soon. 

ANALYSIS OF PROPOSED/PREFERRED UNIVERSAL TELEPHONE SERVICE LEGISU\TION 



Issue 



Packvvood proposal 



WIrth proposal 



Preferred position 



Access charges Overturns (prohibits) FCC custom- 
er charge ($2-$4/mo). 

Gives all access setting authority 
to the FCC. 

Includes t)ypass/private systems 



Universal Service 
Fund. 



Universal Service 
Board. 



Includes toll carriers, t)ypass/pri- 
vate systems. 

Teicos receive 90 percent of Uni- 
versal Service costs above 110 
percent of the national average 
(100 percent above 250 per- 
cent NL). 

Provides for $100,000 fine for 
unlawful avoideflce of Universal 
Service payments. 

5 FCC/4 State members 

Administratively final decisions 



Repeals current FCC decision 

FCC sets rules and regs 

Tariff authority for direct access 
delegated to States. 

Delegation conditioned upon adher- 
ence to statute and FCC rules 
and regs. 

Access charge designed to assure 
universal service at affordable 
rates. 

Includes bypass/private systems 

FCC allocates joint plant 

FCC may overturn State tariff de- 
cision on appeal. 

Provides a transitional buffer until 
the access structure is firmly in 
place. 

Includes toll carriers, bypass/pri- 
vate systems. 

Teicos receive a percentage (de- 
termined by the Universal Serv- 
ice Joint Board) of costs in 
excess of 115 percent of the 
national average. 

Includes a transitional account 
(floor) to insure overall support 
for local service at 1982 levels. 

3 FCC/4 State members 

Makes recommendations to FCC 
for final action. 

Provides for appointment of joint 
board staff. 



Preliminary support for Wirth ap- 
proach with modifiers to provide 
for a limited FCC role and more 
meaningful State input in 
access setting process. 



Support inclusion of bypass/private 
systems; Packwoods percents; 
Wirth transitional account. 



Equal State/Federal representation. 
Administrative^ final decisions. 
Specific funding, staffing, travel 
provisions. 
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the lives of all Americans, we can ill afford to turn away from this 
objective. 

In summary, the State of Alaska would like to make the follow- 
ing points: 

First, any rural areas of the Nation will suffer dramatic in- 
creases in their telephone rates if Congress does not act before Jan- 
uary 1, 1984. 

Second, rural Americans should not pay more than urban Ameri- 
cans for telephone service. 

Third, every American is entitled to affordable telephone service. 

Fourth, the principle of long-distance rate integration is sound 
public policy. 

And, fifth, the State of Alaska supports legislation which would 
keep local and long-distance rates within 110 percent of the nation- 
al average. 

Thank you very much, Mr. Chairman. I would be very glad to 
answer any questions you may have. 

[The statement follows:] 

Statement of Lisa Rudd, Department of Administration, State of Alaska 

I am Lisa Rudd, Commissioner, Department of Administration of the State of 
Alaska. I am appearing on behalf of Bill Sheffield, Governor of the State of Alaska. 
I am accompanied by Julianna Guy, Deputy Commissioner for Telecommunications. 

We appreciate the opportunity to present our views on a subject that is critically 
important to all Alaskans and to all Americans. 

At the outset, I want to express Alaska's deep gratitude to the chairmen of the 
respective committees and subcommittees — Senators Packwood and Goldwater and 
Congressmen Dingell and Wirth — for recognizing the importance of legislation to 
protect the availability of universal telephone service for all Americans, including 
those in rural and remote regions such as Alaska. We also appreciate the many 
Members of Congress who have supported this effort and the strong leadership Sen- 
ator Ted Stevens has provided for Alaska on this issue. 

Alaska is a land where injured people are forced to ride for hours and miles on 
sleds, boats, snowmachines and in small aircraft before they can obtain preliminary 
medical treatment; where a simple call to order parts for critical repairs to speed a 
commercial fisherman on his way may be delayed for days until he can reach a 
phone. 

Of Alaska's nearly 300 communities, 63 have no health clinic or doctor's office. 
Twelve Alaskan villages are more than 800 miles from the nearest hospital. Less 
than one percent of Alaska is accessible by road. Although more than twice the size 
of Texas, Alaska has fewer roads (9,000 miles) than Rhode Island, fewer paved roads 
(2,800 miles) than New York City. Of Alaska's nearly 300 communities, only 35 per- 
cent connect to a road system. Sixty percent of its 365 public airports are rated in- 
adequate. 

Modern communications are not a convenience in Alaska. Communications are 
often essential to life itself and to the continued economic development of the State. 
Rural areas simply do not develop where adequate telephone service does not exist. 

While we are very proud of our "Great Land", we in the State government are 
acutely aware of the necessity for and our responsibility to foster the development 
of a viable, affordable communication system over a vast area. 

Due to the lack of adequate road infrastructure and severe weather conditions, we 
must rely on telecommunications to an extraordinary extent. We must carefully co- 
ordinate the delivery of supplies and resources and use telecommunications more 
extensively than travel to communicate with one another. Even our elementary and 
secondary schools are increasingly using teleconferencing. 

We recognize the role which communications has played in the development of 
the human and natural resources of rural America. Universal telephone service, to- 
gether with rural electrification and our national highway system, has greatly im- 
proved, the quality of life in rural America and has enabled our entire Nation to 
benefit from the human and natural resources thus developed. 

The Congress must appreciate the potential impact of dramatic telephone rate in- 
creases on rural telecommunications. Alaska is not different from the rest of rural 
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strong leadership that Senator Ted Stevens of Alaska has provided 
for Alaska and all of rural America on this issue. 

Modern communications is not a convenience in rural areas such 
as Alaska. Communications are essential to life itself and to the 
continued development of my State and rural areas of all the other 
States in the Nation. Rural areas simply cannot develop and will 
not develop where adequate telephone service does not exist. The 
Ck)ngress must appreciate the potential impact of dramatic tele- 
phone rate increases on rural telecommunications. 

Alaska is not different from the rest of rural America. We are 
unique only to the extent that we are an extreme example of what 
distance, and climate, and environment, and dependence on afford- 
able communications systems can mean to a people. 

We are not here to oppose competition in communications. We 
accept the national policy of interstate telephone services and cus- 
tomer equipment provided on a competitive basis. We recognize 
that such competition requires changes in the way telephone com- 
panies interconnect with each other and how telephone costs are 
allocated. 

However, the FCC's recent decisions, if not modified, will greatly 
exacerbate the already substantial differences between urban and 
rural access to telephone service. Unless Congress steps in, these 
decisions will result in dramatic increases in rural exchanges. 

According to estimates prepared by the Rural Electrification Ad- 
ministration, if the FCC access charge and Joint Board decisions 
take effect, one Alaskan community would be faced with monthly 
local exchange charges of $74. That is in 1981 dollars. That does 
not include the cost of any long distance calls, just local service and 
long distance access charges. Of the 11 Alaskan telephone compa- 
nies in the REA study, the lowest — the lowest basic monthly rate 
under the FCC decisions is estimated to be over $35. 

The Lieutenant Governor of the State of Alaska, Steven McAl- 
pine, testified before the FCC's Joint Board earlier this year, 
urging that body to insure that basic telephone rates for all Ameri- 
cans be kept within 110 percent of the national average. The States 
of Idaho, Montana, New Mexico, North Dakota, Oregon, Washing- 
ton, and Wyoming joined Alaska in taking this position. 

Since then, the entire Western Governors Conference, at the 
urging of Governor Sheffield, has unanimously adopted a resolu- 
tion calling for basic telephone rates to be kept within 110 percent 
of the national average. 

Finally, the State of Alaska has petitioned the FCC to reaffirm 
its policy that interstate long distance rates between the offshore 
points, including Alaska, should remain integrated with the nation- 
wide average rate schedule. Further, I would tell you that Gover- 
nor Sheffield will present the same resolution which was passed by 
the Western Governors last month at their conference to the Na- 
tional Governors Conference in Portland, Maine, next week. 

Congress should not wait to act until all of the dust has settled. 
The cost of acting later rather than now can only go up. 

For 50 years the Congress has had the policy of promoting uni- 
versal service. This policy has served the Nation well. At a time 
when telecommunications will play an even more important role in 
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the lives of all Americans, we can ill afford to turn away from this 
objective. 

In summary, the State of Alaska would like to make the follow- 
ing points: 

First, any rural areas of the Nation will suffer dramatic in- 
creases in their telephone rates if Congress does not act before Jan- 
uary 1, 1984. 

Second, rural Americans should not pay more than urban Ameri- 
cans for telephone service. 

Third, every American is entitled to affordable telephone service. 

Fourth, the principle of long-distance rate integration is sound 
public policy. 

And, fifth, the State of Alaska supports legislation which would 
keep local and long-distance rates within 110 percent of the nation- 
al average. 

Thank you very much, Mr. Chairman. I would be very glad to 
answer any questions you may have. 

[The statement follows:] 

Statement of Lisa Rudd, Department of Administration, State of Alaska 

I am Lisa Rudd, Commissioner, Department of Administration of the State of 
Alaska. 1 am appearing on behalf of Bill Sheffield, Governor of the State of Alaska. 
I am accompanied by Julianna Guy, Deputy Commissioner for Telecommunications. 

We appreciate the opportunity to present our views on a subject that is critically 
important to all Alaskans and to all Americans. 

At the outset, I want to express Alaska's deep gratitude to the chairmen of the 
respective committees and subcommittees — Senators Packwood and Goldwater and 
Congressmen Dingell and Wirth — for recognizing the importance of legislation to 
protect the availability of universal telephone service for all Americans, including 
those in rural and remote regions such as Alaska. We also appreciate the many 
Members of Congress who have supported this effort and the strong leadership Sen- 
ator Ted Stevens has provided for Alaska on this issue. 

Alaska is a land where injured people are forced to ride for hours and miles on 
sleds, boats, snowmachines and in small aircraft before they can obtain preliminary 
medical treatment; where a simple call to order parts for critical repairs to speed a 
commercial fisherman on his way may be delayed for days until he can reach a 
phone. 

Of Alaska's nearly 300 communities, 63 have no health clinic or doctor's office. 
Twelve Alaskan villages are more than 800 miles from the nearest hospital. Less 
than one percent of Alaska is accessible by road. Although more than twice the size 
of Texas, Alaska has fewer roads (9,000 miles) than Rhode Island, fewer paved roads 
(2,800 miles) than New York City. Of Alaska's nearly 300 communities, only 35 per- 
cent connect to a road system. Sixty percent of its 365 public airports are rated in- 
adequate. 

Modern communications are not a convenience in Alaska. Communications are 
often essential to life itself and to the continued economic development of the State. 
Rural areas simply do not develop where adequate telephone service does not exist. 

While we are very proud of our "Great Land", we in the State government are 
acutely aware of the necessity for and our responsibility to foster the development 
of a viable, affordable communication system over a vast area. 

Due to the lack of adequate road infrastructure and severe weather conditions, we 
must rely on telecommunications to an extraordinary extent. We must carefully co- 
ordinate the delivery of supplies and resources and use telecommunications more 
extensively than travel to communicate with one another. Even our elementary and 
secondary schools are increasingly using teleconferencing. 

We recognize the role which communications has played in the development of 
the human and natural resources of rural America. Universal telephone service, to- 
gether with rural electrification and our national highway system, has greatly im- 
e roved the quality of life in rural America and has enabled our entire Nation to 
enefit from the human and natural resources thus developed. 

The Congress must appreciate the potential impact of dramatic telephone rate in- 
creases on rural telecommunications. Alaska is not different from the rest of rural 
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rates for all Americans be kept within 110 percent of the national average. The 
States of Idaho, Montana, New Mexico, North Dakota, Oregon, Washington, and 
Wyoming joined Alaska in taking this position. In addition, the Western Governors' 
Conference, at the urging of Governor Sheffield, has unanimously adopted a resolu- 
tion calling for basic telephone rates to be kept within 110 percent of the national 
average. Finally, the State of Alaska has petitioned the FOG to reaffirm its policy 
that interstate long distance rates between the offshore points, including Alaska, 
should remain integrated with the nationwide average rate schedule. 

We are not asking that only Alaskans or only rural Americans be protected. We 
recognize the importance of communications to every person. We believe that all 
Americans, regardless of where they live or the level of their income, should be enti- 
tled to basic telephone service at reasonable rates. 

There are those who would argue that Congress should wait to act until all the 
dust has settled, until we have all of the facts. If Congress waits until we know pre- 
cisely what the impact is, it will be too late. The costs of acting later rather than 
now can only go up. Many Americans, rural and urban alike, will be forced off the 
system because they can no longer afford telephone service. 

It is clear that unless Congress acts, local telephone rates will rise dramatically. 
The $9 billion in local rate increases requested to date in 1983 are not imaginary. 
And they are just the tip of the iceberg. We should know as much as we can, but a 
lack of perfect knowledge should not be used as an excuse to impose upon Ameri- 
cans dramatically higher telephone rates. 

While the benefit of keeping rates in high cost areas reasonable and affordable 
can be significant, the burden on those in low cost areas or who are are volume 
distance users is small. There are about 250,000 telephones in Alaska. In the entire 
nation, there are over 180 million. In order to reduce the yearly cost of providing a 
telephone in Alaska by $100, it would cost the nation less them 15$ per telephone 
per year. More importantly, the burden would not fall primarily on residential 
users if a surcharge is ass^sed on long distance service. It would fall on the lai^e 
volume users — typically large businesses — who benefit the most from the availabil- 
ity of a nationwide communications network and who stand to reap the greatest 
benefit from the increasingly competitive long distance market. 

For fifty years, the Nation has had the policy of promoting universal service. That 
policy has ensured that the benefits of technology are shared by all Americans, not 
just those living in certain areas, through averaging of long distance rates and re- 
quiring long distance users to contribute fairly to the cost of local exchanges. 

This policy has served the Nation well. At a time when telecommunications will 
play an even more important role in the lives of all Americans, we can ill afford to 
turn away from this objective. 

In summary: 

Many rural areas of the Nation will suffer dramatic increases in their telephone 
rates if Congress does not act before January 1, 1984. 

Rural Americans should not pay more than urban Americans for telephone serv- 
ice. 

Every American is entitled to affordable telephone service. 

The principal of long distance rate integration is sound public policy. 

The State of Alaska supports legislation which would keep local and long distance 
rates within 110 percent of the national average. 

Thank you for your consideration. I would be pleased to answer any questions. 

Chairman Packwood. I think we may have questions of the 
whole panel now, although I have only one principal question. I 
will direct it to Commissioner Hipp. If we decide as a matter of na- 
tional policy that we do not want the access charges, that we want 
to continue using the long-distance rates as a subsidy for the rural 
and residential rates, how do we guarantee we achieve that if we 
do not preempt the State PUC's so that they, on a random basis, 
cannot institute access charges? 

Mr. Hipp. Mr. Chairman, if we were to maintain the present sep- 
arations and settlements, modified to meet existing conditions, we 
would not have any problem. We have existed with the FCC on the 
separations and settlements for 20 or 25 years, in joint meetings 
with them in arriving at the separations and settlements formula 
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and in carrying out the interstate-intrastate separations and settle- 
ments in a way that there has never been any problem. 

Chairman Packwood. There is nothing under the present law, is 
there, under your separations and settlements policy that prohibits 
the State PUC's from going to access charges if they want to intra- 
state? 

Mr. Hn>p. There is nothing that prohibits it to my knowledge, 
and I guess in a wa^ Judge Greene's order may require it, and that 
might be the additional factor that we would have this year that 
we have not had in previous years. If Congress requires the FCC to 
change its presently proposed access charge, I am confident that no 
State PUC will retain it for intrastate toll, because they would not 
remain in office long if they did. We would have to have something 
that would fit a label called an access charge, but it could be calcu- 
lated in the same way as separations and settlements have been 
calculated in the past. 

Chairman Packwood. I have no overwhelming desire for preemp- 
tion as a matter of policy. I am just trying to find a way to make 
sure that we do not have some of the State PUCs attempting to do 
what we might be tr3dng to stop the FCC from doing. 

Mr. Hipp. Well, I think that the PUC's have a responsibility to 
have an access charge that will meet the needs of their State, and 
it has got to be compatible with the national access charge. 

I think there may be some individual geographical or other areas 
in a certain State, or economic areas, that would require the PUC 
to have some modifications in their access charges. North Carolina 
has one or two small modifications in the existing separations and 
settlements formula, but they have not materially affected the 
availability of telephone service in North Carolina or the effect on 
the interstate telephone service that comes in and out of North 
Carolina. 

Chairman Packwood. Do any of the other three of you want to 
comment on that question? 

Ms. Leisner. I believe your question was, if you gave the ability 
to the States to set access charges, what would stop us from doing 
what the FCC has done, is that correct? I think the difference is 
that we are much closer to the people in the States and we are 
more committed to universal service. 

I think if we had done what the FCC did last December 22 none 
of us would be here today. I mean, we would have just been thrown 
out. 

Chairman Dingell. As a matter of fact, none of you would be 
holding public office today. 

Ms. Leisner. That is right. 

Chairman Dingell. I think that is a better way of putting it. 
That is something the FCC ought to keep in mind. 

Ms. Leisner. Exactly. We have a much greater concern with 
local rates and keeping everyone on the network. 

Chairman Packwood. Let me ask you this. In essence, the 
answer to my question is pragmatically what is going to keep you 
from doing it. 

Mr. Schneidewind. There is a big difference between a total 
across-the-board preemption of interstate rate regulation on the 
one hand and a mechanism which makes it so profitable to mimic 



24-908 0—83 10 

Digitized by 



Google 



140 

the newly established Federal mechanism that one would be insane 
not to do so. In a sense, we have the reverse of that now. The FCC's 
access charge decision clubs you at the State level, and why not 
woo us at the Federal level to mimic the new system, as it could be 
designed to do. 

The other thing is that, even if that were not technically feasible, 
which I think it is, it would be a lot more palatable medicine for 
you to narrowly speak as to what the national system is and that 
we might not want or be able to do certain things, than to take 
over the whole authority. 

Chairman Packwood. That is a fair statement, because I think 
what I at least intended in drafting my bill was to make sure that 
the residential and rural customer is not going to be hit by a State 
PUC with the equivalent of the same charge we are trjdng to stop 
the FCC from imposing. As a matter of philosophy, I have no desire 
for preemption for the fun of it. 

Mr. ScHNEiDEWiND. You Can make it so worth our while to 
mimic the Federal mechanism, as the FCC has made it horrible not 
to, to imitate theirs, that I think you can win our hearts and minds 
pretty easily. 

Chairman Packwood. The Federal Government is not notorious- 
ly good at that. 

Congressman Markey. 

Representative Markey. Thank you. Thank you, Mr. Chairman. 

Ms. Leisner, Florida is a high-cost State, is it not? 

Ms. Leisner. That is correct. 

Representative Markey. But is it not a high-cost State largely be- 
cause it is a high-growth State? 

Ms. Leisner. That is correct. 

Representative Markey. You have got areas like Tampa and 
other areas that have all new equipment in. 

Ms. Leisner. We have two reasons why we are a high-cost State: 
First, we are a high-growth State and high-growth States are in 
general high-cost States. 

We also do have some rural areas, like in the panhandle, which 
would be high-cost regardless of the growth of the rest of the State. 

Representative Markey. I understand that, and I have a great 
concern for the poor and those in the rural areas that cannot 
afford their service. 

But I do have a problem with Bostonians subsidizing Sim 
Belters — that is, people moving to Tampa, moving to all of these 
States down there, and as a result having to make a tremendous 
investment in all new equipment that goes right into that rate 
base. I oppose formulations that require we up in Detroit or Boston 
or Maiden to pick up the tab for Tampa and Tempe. I have very, 
very great reservations about that. 

Ms. Leisner. I understand that and I heard those concerns this 
morning. The point is, though, that those revenue flows already 
occur through our separations and settlements procedure, because 
we have average toll rates. There are subsidies now flowing be- 
tween the States, between high cost and low cost, and it has always 
been the philosophy to have a national policy that everyone in the 
country should be able to reach everyone else, and that is how that 
entire subsidy procedure got started. 
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So we are not really, in having a universal service plan, you are 
not creating any new kind of philosophy here. 

Representative Markey. The inherent underlying philosophy of 
universal service remains intact. No one disputes that. Yet the 
question before the Congress and before the FCC is who should 
bear the cost in proportion to other parts of the user base? And for 
us who have lower cost bases and investment in past eras in hook- 
ing into the loop, we have to ask ourselves how much we want to 
subsidize people who are moving to Dallas, who are moving to 
Tampa or Phoenix or wherever. How much of that cost should be 
borne by those who want to create this new base? What are we 
going to do to help those that are in need, the poor, the elderly, the 
rural? 

How does so-called universal service subsidy, subsidies for high- 
cost areas, help poor or elderly consumers, say in Detroit or 
Boston? We need something more, do you not think, Mr. 
Schneidewind? 

Mr. ScHNEmEWiND. We need something, pardon? 

Representative Markey. We need something more than just a 
high cost subsidy. We need some kind of lifeline service subsidy, do 
we not? 

Mr. ScHNEmEWiND. You know, you are looking at an iceberg and 
there is a little portion that is above the water, which is the uni- 
versal service funds we have been talking about, which prevent 
great variations in the cost of service throughout the Nation. That 
is small compcu^ to the amount of money that has been in the 
system to prevent everybody's rates from going up two or three 
times. So let us recognize there are two problems here: The first 
problem is that we have to try to prevent everybody's rates from 
doubling or tripling, and obviously that is a matter of great con- 
cern to us. 

We have in place a mechanism, and every bill I have seen that 
addresses this question has its own mechanism, that creates not a 
solution but a process, a process that brings together, as the legisla- 
tive process does, representatives from these different communities 
and has them strike a balance, a balance between subsidy and a 
balance to the fact that if a well-to-do person in Detroit can call 
their poor aunt in rural Oregon that is a benefit to them. Or if 
businesses can contact people in these areas, that may make serv- 
ice more valuable to them. 

But the point is, it does not take but a fraction of the money to 
knock down these r^onal differences than it does to prevent ev- 
erything from going up double or triple. 

Representative Mab^cey. Well, do you not think the targeted sub- 
sidies for the poor, for the elderly, makes the most sense in terms 
of addressing the problem? 

Mr. Schneidewind. Let me talk about that, because I think there 
are grave problems with that. Let us go over them. 

No. 1, the mechanisms to do that, whether you take a traditional 
sort of public assistance approach or technical metered, measured, 
or other options, those mechanisms, Representative, are not in 
place today. And to get them in place will be very expensive and 
time-consuming, t thmk we all recognize that. 
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These increases are going to hit now. They are hitting now. We 
cannot wait. So we need some help now. 

The second thing is that if you put into place a mechanism of 
low-cost options, we have many counties in Michigan in which the 
unemployment rate in the Northern Peninsula is over 40 percent. 
What if every one of those people migrates to a low-cost subsidized 
system? The fact of the matter is, the revenue shortfall will be so 
great for that telephone company that it will be visited upon the 
remaining people and yet more of them will drop off. 

Representative Markey. My time has expired. 

I do not think anything that we are debating today, not access 
charges or depreciation or anything else, is as important as getting 
targeted help to the elderly, poor, to the people who are perhaps 
going to be forced off the network. And that is why my bill places 
such an emphasis on targeting that help to the people who need to 
have that kind of assistance. 

Otherwise I am scared that we will have built a system in which 
we are giving subsidies, but subsidies only to the people who do not 
need them. As a result, we would siphon off the revenues that 
should be given to the people who are really going to need it, who 
cannot move to other parts of the country, and who are in fact 
going to be pushed off the system. And that is my real problem. 

Thank you, Mr. Chairman, very much. 

Chairman Packwood. Chairman Dingell. 

Chairman Dingell. Thank you, Mr. Chairman. 

Ladies and gentlemen, I would like to thank you all for being 
here. We are delighted to see you back here. 

I do remember the D-2 fight and I remember my visit to Alaska, 
and I look back on that with pleasure and respect. My regret is we 
did not do better. 

We have many questions to ask. First, Mr. Hipp, you are here 
representing NARUC and have presented a statement on their 
behalf. Can you give us an analysis or statement of what the rate 
increases will be if the two bills now being considered are not en- 
acted into law, keeping in mind the FCC access charge decision and 
the bypass situation? 

Mr. Hipp. Mr. Chairman, we will do that.^ We would certainly be 
able to get an estimate from each State. I think that they are being 
made and we will certainly provide that. 

Chairman Dingell. The question has been raised about the pend- 
ing rate increases in the several States. There is an increased 
number of applications from the local operating companies which 
are very, very large. Are any of those related to the question of 
bypass or access charges? 

And are those rate increases something which are to inherent in 
the economics of telecommunications services in the States or other 
parts of the AT&T breakup now pending before Judge Greene? 

Mr. Hipp. There have been increases that would be attributable 
to nearly all of those things that have been mentioned. The AT&T 
divestiture has cost revenue to the local exchanges, that is having 
to be made up in local rate increases. 



* The information was not received at the time of going to press. If received at a later date it 
will be retained in the committee files. 
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The loss of the toll that has been mentioned, intrastate toll, the 
loss of customer premise equipment, are the two main ones, and I 
think the loss of an economy of scale in purchasing at low price 
some of the equipment that they will have problems in bu3dng on 
the same basis now. 

Then, on the other hand, the FCC orders, even aside from access 
charge, have increased the depreciation rates, and the customer 
premise equipment orders, have cost money to the local exchanges 
from the loss of customer premise business. 

Chairman Dingell. The Perl study was mentioned. At your con- 
venience, would you please submit a critique of that study for pur- 
poses of the record? Each of you may do it independently or you 
may do it jointly, or you may have it done by the NARUC stafT. 

Ms. Leisner. Could I comment just for one moment on the Perle 
study? Because I have heard what happened earlier today. 

Let me just explain, there are two Perl studies. The first one was 
submitted in the AT&T divestiture suit in support of keeping 
AT&T together. It was sponsored by AT&T and it showed the per- 
centages of people that would drop off the network if a certain per- 
centage of the phone bill increased. 

For example, the copy of it here, using the base that approxi- 
mately 92 percent of our people were on telephone networks at the 
time of the study, if rates increased 200 percent, which is exactly 
what the Texas increase is, the percentage of people on the net- 
work would drop 20 percent. It would go down to approximately 72 
percent. 

Chairman Packwood. Did you say this was a study done for 
AT&T, which they presented in the record in defense against the 
breakup? 

Ms. Leisner. In support of AT&T, in defense of the breakup. 

Now, the second Perl study that they mentioned, the revision, 
did not revise those percentages. It did not change the elasticity of 
demand in the study. All it did was narrow it down to the $2 access 
charge. So the dollar amoimt changed, and they made it a much 
smaller scope of study. 

They said, well, if it is only $2 very few people would drop off. 
But it is the same study, the same elasticity of demand. They just 
focused it differently in the second revised study. 

Chairman Dingell. So what you are saying is you would get a 
smaller initial dropoff on a $2 rate increase as opposed to an imme- 
diate 200-percent rate increase. But it must be assiuned, given the 
elasticity of demand for telephone service, that about the same 
number of people would drop off eventually, is that not correct? 

Ms. Leisner. Exactly. 

Mr. Schneidewind. There are two other points. The second Perl 
study focused only on the $2 charge, if you want to call it that, ig- 
noring the depreciation increases, the loss of toll revenue, which in 
the aggregate are giving us a 100-percent increase and according to 
the Perl data would lead to a dropoff of 10 percent. 

The most recent review I have seen of all of this literature 
comes, oddly enough, from the FCC itself, and I am surprised they 
did not mention it this morning. In appendix G of their December 
22 access charge decision, 78-72, they said that "most of the meas- 
ures of price elasticity fall around negative 0.1." 
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That is, a 10-percent increase in price will lead to only a 1-per- 
cent decrease in the quantity purchased. Now, this is the FCC eval- 
uation, which means that they are saying in general terms the lit- 
erature that they have seen and reviewed indicates that the 100 
percent price increase we are expecting will lead to a 10-percent 
dropoff. 

Chairman Dingell. You used a higher figure in terms of elastic- 
ity, did you not? 

Mr. SCHNEIDEWIND. No. 

Chairman Dingell. We heard 14 percent. 

Mr. ScHNEmEWiND. I said that is a low end and that in Michigan 
we have had experiences where there is a much higher dropoff 
from rate increases than the Perl data would indicate. In the 
Michigan community that had a 60-percent increase imposed, all of 
a sudden 14 percent of the people dropped off. 

Chairman Dingell. Now, you indicated, however, that this is ex- 
acerbated by some additional rate changes which stimulate further 
dropoffs. But because you have fixed charges, which have to be 
spread over a smaller number of ratepayers, the law requires an 
upward adjustment of rates. This will trigger further dropoffs; and 
this phenomenon will probably occur in at least three identifiable 
instances. 

Was that not your comment? 

Mr. Schneidewind. That is exactly right. Representative. And 
that is what I call the Penn Central syndrome, because that is the 
very phenomenon that almost destroyed our railroad system in the 
sixties, which was losing traffic, responding to the loss of traffic by 
raising prices to the remaining traffic, which caused more of it to 
drop off, until the point where there was so little traffic that the 
system literally collapsed. 

That is the syndrome that we are getting into with this level of 
rate increase. 

Chairman Dingell. I would appreciate further comments submit- 
ted for the record, if you please. Our time is so constrained here. 

Let me just observe, we have a splendid editorial which was writ- 
ten in the Detroit News in my boyhood. It described the continued 
process of cost increase, of charges to riders of the DSR together 
with continued cutbacks in services. Finally, it indicated that the 
citizens of Detroit rose in outrage and burned the last remaining 
DSR bus and terminated the whole problem. 

I suspect it is not beyond the realm of possibility that, while they 
may not be burning telephones, they may be burning business rep- 
resentatives of the telephone companies or Members of Congress 
who do not do something about this matter. 

Thank you, Mr. Chairman. 

Chairman Packwood. Congressman Wyden. 

Representative Wyden. Thank you. Chairman Packwood. 

I do appreciate all of you being with us. In effect, we are all on 
the front lines. When rate shock sets in, the people they come to 
see are you and us. I would just like to explore a couple of areas 
that I think are contributing to that rate shock. 

One area that we are going to be debating is depreciation. I 
think everybody in this room understands that we want the com- 
munications industry to be able to take advantage of developments 
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in technology. All of you have made it very clear that you think 
that the States ought to have the authority to prescribe the classifi- 
cations and the methods. 

And what I would like to ask of each one of you is, what difiTer- 
ence do you think that would have for the ratepayer? What differ- 
ence would this mean for the ratepayer if you had the authority 
over depreciation considerations? 

Mr. ScHNEiDEWiND. Could I give an example? And it is one that 
stems from a recent Michigan Bell rate case that was settled in 
June. This case was filed and there was a request to go very quick- 
ly under methodologies supported by the — well, by Bell and the 
FCC staff— to the remaining life concept to take care of reserves 
that had not been funded in the amount of over $400 million. 

The methodology which was urged by the FCC staff to get to re- 
maining life would have and will increase rates in Michigan by 
$2.55 if they overturn or they succeed in seizing control of this 
area, whereas when we tackled remaining life we adopted the con- 
cept, but we took care of this huge reserve problem and amortized 
it over a 10-year period. Now, in dollars and cents what does that 
mean? It is a $1.25 impact instead of $2.55. 

So yes, you know, we did not get there as fast as the FCC or 
Michigan Bell would have liked. On the other hand, we made a 
commitment to get there, we set up a funding mechanism, and it is 
a gradual transition, and that means $1.25 per customer per month 
in Michigan. That is a 12-percent rate increase that we avoided. It 
gave the company assurances they are going to get their money. 

Representative Wyden. Thank you. 

Some more experiences or other comments? 

Ms. Leisner. We had similar experiences in Florida. Just to give 

}rou an indication of how many dollars are involved here, in the 
ast Southern Bell rate case, which was a rate case of $350 million, 
$135 million of that was depreciation. And the Commission finally 
came to a decision and, out of the $135 million requested, gave 
them $35 million, still recognizing the increased more rapid depre- 
ciation that is expected under the new technology, without going 
the full way that the FCC has done. 

But it is a huge amount of dollars that are involved in depreci- 
ation, and I think we certainly should have the control because it 
does affect local rates substantially. 

Representative Wyden. I appreciate that, and we would like to 
know of similar instances like that, because both of the bills do 
give the State public utility commissions this authority. We feel it 
is one tool that needed to deal with these pending requests for local 
rate hikes. And we would like to hear similar examples of what 
you both have told me. 

In the brief time remaining, I would like to explore the question 
of measured service. I do not know if you were here. I was director 
of the Gray Panthers for about 7 years before I went to the Con- 
gress, and I have never seen senior citizens as frightened as they 
are now. Literally, they tell you they fear they are going to be 
locked out of society, that the telephone is their only link to soci- 
ety. That is how they solve their problems. If we change to a 
system of local measured service they are just very, very con- 
cerned. 
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I know measured service proposals are being filed. I am also 
greatly concerned about how this would affect small businesses. I 
would be interested in your reactions. Let us start with the impact 
of measured service on the elderly. In your opinion, can it be made 
to work for the low-income elderly? 

Ms. Leisner. Let me start, because we had a really interesting 
experience with that in Florida 2 years ago in a Southern Bell rate 
case where they filed for an optional local measured service offer- 
ing. We had 600,000 petitions sent to us at the Commission, primar- 
ily from the elderly in southern Florida and southeastern Florida 
opposing local measured service. We had hundreds come out to 
hearings in southern Florida primarily opposed to local measured 
service. They were very much afraid of it. 

They talked about the lifeline type services they had where they 
call someone every day, and how they could not afford to do that if 
they had to pay for every call. They talked about the phone being a 
lifeline to the outside world. We also had handicapped people who 
depend totally on the phone for their communications, who were 
very much frightened by local measured service. 

In fact, when we had the formal hearings, people came up in bus- 
loads to Tallahassee to picket us about local measured service, and 
at that time we did not allow it. We have opened a separate docket 
looking at local measured service, but our inclination now is, the 
only type of local measured service we would allow would be a type 
of service where it would be 60 percent of your basic monthly rate 
and then a per call charge of something like 10 or 15 cents per call, 
because that is the kind of service — that is about the only kind of 
local measured service people will want, and the elderly do want 
and would like that type of service. 

Representative Wyden. My time has expired. I would only say 
that most of us do not want to be nay sayers. We are particularly 
interested in alternatives, and particularly the question of an alter- 
native to measured service for the low income and elderly. We 
would like your thoughts on it. 

Thank you, Mr. Chairman. 

Chairman Packwood. Before going to Congressman Swift, let me 
announce to the crowd here that we have changed the meeting 
room tomorrow. It will be in the caucus room in the Cannon Build- 
ing. Room 345 is a larger room than we had originally scheduled. 

Congressman Swift. 

Representative Swift. Thank you, Mr. Chairman. 

Last week, AT&T announced that all of the Bell operating com- 
panies' services for the disabled will be transferred to American 
Bell, and I know AT&T would not dream of doing anything to 
stymie Congress, but that will very possibly frustrate the Telecom- 
munications for the Disabled Act. I am wondering, and I under- 
stand, Ms. Leisner, that you have some special knowledge on this, 
with that action, what is going to happen, in your judgment, to the 
specialized equipment and installation services for the handicapped 
after divestiture? 

Ms. Leisner. We have a real concern about that, because there 
are several classes of handicapped people who need specialized 
treatment — first of all, they need special equipment, and second of 
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all, they also depend upon the phone for their lifeline to the out- 
side world, more than most ordinary citizens. 

Third, competition and deregulation really does not benefit them, 
because they are never going to be able to walk into a Radio Shack 
and buy the equipment that they need, so we are extremely con- 
cerned in Florida, for example. For instance, TTY's for the deaf, 
where you type into a key pad and have an LED readout. They are 
now being leased to them by Southern Bell at $21.50 a month, 
which is at cost. We are concerned that they still be able to get 
that type of equipment, as well as equipment for other handi- 
capped people, and that they will be able to afford it. 

Now we are talking about $30 a month rates, which would be in 
addition to what they would have to pay for that leased specisdized 
equipment. So I think there is a great concern that the handi- 
capped, who depend so heavily on the phone, may be hurt more 
than the ordinary citizen in this divestiture. 

Representative Swift. A number of groups representing the dis- 
abled, I understand, have expressed reservations about this propos- 
al to transfer the operations to the parent company. I understand 
that AT&T has agreed to meet with these groups and, Mr. Chair- 
man, I would like to ask unanimous consent to insert in the record 
several letters from the Paralyzed American Veterans, the Nation- 
al Association for the Deaf, and the American Council for the 
Blind. 

Chairman Packwood. Without objection. 

Representative Swift. Thank you very much, Mr. Chairman. 

Eric, good to see you again. 

Mr. ScHNEiDEWiND. Good to see you. Congressman. 

Representative Swift. I would just like to explore the carrot and 
stick approach you were discussing with Chairman Packwood earli- 
er. Namely, as goes the way the Federsd Government establishes 
its mechanism for making — for setting rates, does not the State 
more or less have to follow along, whether it wants to or not, 
simply because in addition to whatever inducements or threats 
may be implied, it just keeps a consistent process, does it not? 

Mr. ScHNEiDEWiND. I think that whole issue of how to handle the 
separations process or a successor to it if the access charge is not 
used, you can first of all obviously design it to be very attractive. I 
am very concerned, and I want to state this concern here and now, 
that this issue of regionalism or State interest or regional interest 
be dealt with in a statesmanlike fashion, certainly one that is fair 
to people. 

We do that now. We argue out the questions. We have people 
from different regions and different interests just as Congress does, 
and come up with solutions we can all live with. But there are 
some new ideas and, I think, some fairly exciting new ideas on the 
horizon of people talking about whether or not it would not make 
sense to focus the equivalent of the universal service fund on ex- 
changes rather than State by State, or maybe company by compa- 
ny. 

This might mean that there is a better targeting of money to 
where it is needed rather than, you know, getting down to a fine 
point. 
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Representative Swift. I think you also made the point earlier, 
which I think is essential, if you truly understand the concept of 
universal service, and that is that the person in a large Northern 
city that wants to reach perhaps their mother or an aunt in a 
small rural community benefits from affordable rates in the small 
rural community. 

It is not simply some kind of interregional subsidy. It is rather a 
means of maintaining a national telephone service. 

I also saw some figures that would indicate that about the maxi- 
mum that might flow would be something like a penny a minute 
on a long distance call. Now, if you have managed by Federal legis- 
lation to save that person in the large city $8 a month on a nation- 
al average — I figured it out — you are going to have to talk on long 
distance 13 hours, plus, in order to use up the $8 they say before 
they ever start sending a penny anjnvhere else, and I think if we 
start regionalizing this, and start getting into some formula like 
that, we are all going to sit here and bicker to the point that we 
are going to lose it all. We are going to lose universal service. We 
are going to get the $8, and we are not going to come up with a 
solution. 

And I agree with you, it is terribly dangerous to start this kind 
of regionalism debate, which I think is being fostered, in order to 
instill dissension, as a matter of fact, in the deliberations. 

Thank you, Mr. Chairman. 

Mr. ScHNEmEWiND. One thing, if I could add another antidote to 
that problem, and it is one I would like to suggest for your consid- 
eration, is granting to the States the authority necessary within 
their State boundaries if they feel a need to tackle even some re- 
gional or some exchange differences, or to hold down rates, to be 
giving them the authority to tailor charges to all telecommunica- 
tions users to adjust the rates for everybody, so that the whole 
State does not go up twice or three times, to create in effect two 
pools, a national pool and a State pool, with authority at the State 
level if it wants to move further than Congress to move further. 

This might get us out of the trap of being forced into handling it 
all at one level. It is a thought, just a thought. 

Representative Swift. Thank you. 

Chairman Packwood. Senator Lautenberg. 

Senator Lautenberg. Thank you, Mr. Chairman. 

I was interested, Mr. Schneidewind, in your comment about 
where service is needed. You talk about the high cost areas. Is that 
your extended definition of where it is needed? 

Mr. Schneidewind. I think we have several problems. We have 
tackled in the past successfully compromises which prevent ex- 
treme variations between the cost of service because of the cost of 
the plant involved, and in the future, I am confident that a process 
of bringing different interests together and having a compromise 
will continue to provide a solution that is economical. It is not a 
huge amount of money. 

The other place where it is needed clearly, and I know your in- 
terests are to insure that people of all income levels do have a tele- 
phone or telecommunications mechanism in their homes that they 
can use, and we do need to be thinking about that. We do need to 
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be looking at whether there is a more efficient way to do this than 
we had in the past, and I do not close the door on that. 

But let us remember — you know, I have been involved with 
trying to set up heating assistance programs for low-income people 
for the last 7 years of my career at the PSC in Michigan. I have 
not been very successful, I am sorry to say. We have got zero inter- 
est insulation programs, free insulation, this sort of thing, but we 
have not solved that problem, because I know the administrative 
difficulties are hideous of reaching out to people and providing 
them a special rate for some electric or gas or telephone service. 

So what I would urge you to think about is that while there 
should be some sense that we must proceed to look for a more effi- 
cient way of handling the needs of the poor and the elderly, and 
maybe do it less expensively than it is now, I would love it if we 
coidd, but that will not happen quickly, and it probably will not be 
simple, and meanwhile, let us not let the system be destroyed. 

Senator Lautenberg. I guess what we are trjring to do is to 
remake by legislation the AT&T system as it existed before, be- 
cause we are trjdng to get the parts of the system that were subsi- 
dizing local residential service to pay a share of that subsidy again. 
K you were here this morning, you heard me kind of reminisce a 
little bit and wish that the system were back together again. I 
think many people share that view. 

But the system has been changed, and my concern is not about 
those, regardless of income level, who want subsidized telephone 
service. I am not as concerned about the $200,000 a year income 
family, or the $150,000 or $100,000 a year income family as I am 
about those who just cannot afford to come up with the $2 or $3 a 
month more. And I think that is where we have to focus our atten- 
tion. 

I also think we have to be concerned with the flow of money be- 
tween the regions, despite the fact that we do not like to regional- 
ize. Some of the proposed bills are asking one region to pay for an- 
other region's inefficiencies or geographical difficulties in supply- 
ing service, and it is a devil of a problem. We are going to have to 
struggle to come up with something that is equitable for all parties. 

Ms. Rudd, I would like, if I may, to address a comment to you. In 
your testimony, you state it should be a national policy that rural 
people should pay no more for telephone service than urban people. 
I do not know if the difference between rural and urban rates is as 
you assume. New Jersey, for your information, is the most densely 

B>pulated State in the Union. We are the ninth largest State in the 
nion in population, but we have rural areas, too, in the southern 
and western parts of my State. The people in those areas pay less 
than people in some cities elsewhere. 

Nonetheless, what you are proposing would have a far-reaching 
impact if adopted as a genersd principle. Are you not saying that 
when it comes to what we decide are the basic necessities of 
modem life, all Americans should pretty much pay the same? I am 
not sure that I agree with that principle, but I would like to ex- 
plore it just a minute. 

In north New Jersey and metropolitan New York City, the cost 
of electricity, and you know this is coming, is not 110 percent or 
115 percent of the national average. It is more like 150 percent of 
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the national average. You, Ms. Leisner, have a very distinct advan- 
tage. You do not have to buy as much fuel down there to heat 
homes. The cost of electricity in New Jersey is 300 percent of what 
it costs in the Pacific Northwest. Would you suggest that those cost 
disparities be evened out? 

Ms. RuDD. Are you talking about fuel costs? 

Senator Lautenberg. Yes. 

Ms. RuDD. Senator Lautenberg, that is another subject which is 
of great interest to Alaskans, because I challenge you to pay higher 
fuel costs than the people in bush Alaska. I cannot quote you fig- 
ures, but I know that it is true that fuel costs in rural Alaska are 
of extreme concern, as they are to you. 

As to telephone costs, the 'cost of communication, yes, I stated 
that rural people should pay no more than urban people for the 
use of a good, modem communications system. I think that that is 
a very valid national policy that should be continued by this Con- 
gress. It is a question of possibly a high-cost area being able to 
reach a low-cost area or a low-cost area being able to reach a high- 
cost area. 

But in Alaska we have another element to the problem that I 
would like to talk with you briefly about, and that is that in large 
parts of Alaska and in fact about one-third of our communities in 
Alaska, we have no telephone exchange service whatsoever. So 
what we are facing is not only increased costs in the telephone 
system that does exist, but we are facing the possibility that the 
progress that has taken place during the last 7 or 8 years— I was in 
the State legislature when we first went into the Earth station 
business, so to speak, to bring telecommunications to rural Alaska. 
The progress that we have been going through during these last 7 
or 8 years to bring modern communications to rural Alaska is 
going to stop dead in its tracks, and that third of our communities 
which have no exchange service whatsoever are never going to get 
it, and the ones that do have it, where they pay in the rural areas 
an average of $30 a month basic telephone charges — this is not 
long distance calls, this is just the basic monthly rate, where they 
pay an average of $30, we are going to look at charges maybe 2y2 
times that. 

So, you and I share similar concerns. They have a slightly differ- 
ent emphasis. 

Senator Lautenberg. I think you have a little advantage. I be- 
lieve Alaska has the highest per capita income in the country. 
Thank you very much. 

Chairman Packwood. Congressman Lent. 

Representative Lent. Thank you, Mr. Chairman. 

I would like to ask the gentleman from Michigan, Commissioner 
Schneidewind, your testimony was somewhat premised on rate in- 
creases, I think you mentioned, of doubling or tripling, 200 and 300 
percent. This kind of request, of course, puts mounting critical 
pressure on the Congress to keep that land of an increase from 
taking place, but is it not true that just because a telephone compa- 
ny comes before a PUC and makes a demand for an increase, it is 
not necessarily granted, is it? 

Mr. Schneidewind. No; you know, I wish that the estimate that I 
gave were of the amount that was either going to be requested or 
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even granted for all telephone cost increases. Unfortunately, it is 
not. It is only limited to cost increases that are almost certain to 
happen because of just Federal actions. 

Kepresentative Lent. I am told that most telephone rate proposal 
increases come in finally at about 20 percent of what is requested. 
Has that been the experience in Michigan? 

Mr. ScHNEmEWiND. Let me give you an example. The cost break- 
down of where we got the 100-percent increase, it came from three 
things basically, the access-charge decision, which is cast in con- 
crete at the Federal level and forces us at the State level to a cer- 
tain degree of mimicry. Otherwise, there will be a financial catas- 
trophe. So that is one of the elements, and that has been pared 
back a bit this next year by the change yesterday, but it will be 
more next year than it would have been. 

The next element of the increase. Congressman, is the depreci- 
ation preemption. 

Representative Lent. Without getting into all of this, because my 
time is limited, can you tell me historically what has been the ex- 
perience with respect to rate increase applications in the State of 
Michigan? What percentage of the increase in general has been 
grant^ in Michigan? 

Mr. ScHNEiDEWiND. Well, in the telephone area, we had a unique 
system for the last 3 years in which we held Michigan Bell to a 
cost-increase formula based on productivity increases and inflation. 

Representative Lent. Of what percentage? 

Mr. ScHNEmEWiND. Under our formula, we told them what they 
could have, and they got that every year. I do not mean to be eva- 
sive. 

Representative Lent. No; what was that percentage? 

Mr. ScHNEmEWiND. Because it was our formula. It was 100 per- 
cent. 

Representative Lent. They got a 100-percent increase in their 
rates? 

Mr. ScHNEiDEWiND. It was a unique case. A more appropriate 
case is 

Representative Lent. Over 1 year, or a period of years? 

Mr. ScHNEmEWiND. Let me give you the last rate case, and that 
is a better example. The last rate case, they asked for $450 million. 
We gave them $180 million. But a kev factor, if we lose the appeal 
of the FCC depreciation preemption aecision, we are going to have 
a great deal more money that we are going to have to give out, and 
that increase does not even include the loss of toll revenue from 
divestiture and the access charge, which are things that are going 
to be one for one. They are going to get probably a very high per- 
centage of that revenue loss from us, because we know there is 
going to be a loss. 

If the FCC sa3rs you must impose a $2 charge, it will be imposed. 

Representative Lent. Well, i3f they say you must impose a $2 a 
month charge — we heard the Commissioner earlier today — nothing 
would prevent you as a regulator from softening the price shock by 
allowing innovative systems of price fixing for senior citizens and 
the peor, would it? 

I mean, we know in Ccdifomia the elderly and the poor pay $2.50 
flat charge a month. We have heard that in New York tnere is 
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going to be a request for a $5 flat charge per month. The poor 
people in my area under that will actually have their rates re- 
duced. I am sure that in California rates will be reduced for the 
poor and the elderly if that kind of a lifeline system is put in place. 
Can you do that in Michigan, too? 

Mr. ScHNEiDEWiND. In Michigan, we already have a low-cost 
budget service option for $4. And our fear is, first of all, even if we 
can get a waiver of access charges from the FCC, which until yes- 
terday 

Representative Lent. But you heard the Comissioner say he 
would give it. 

Mr. ScHNEmEWiND. There are many strings attached to that, if 
you look at the fine print. ^They make you come up with a detailed 
plan of where you wUl recover the revenue from other sources, and 
since nobody has seen the decision — I read the December decision, 
and it was very discouraging, on lifeline. 

Let us say we do get a lifeline rate. Congressman, and it has no 
access charge, it is heavily subsidized for the poor and elderly. We 
have got counties with 40 percent unemployment and a lot of elder- 
ly people, and 40 percent of them are by definition poor. 

If everybody shifts over to that lifeline rate, the loss of revenue 
to the local telephone company will be catsustrophic, and will have 
to be loaded back on the remaining customers, many of whom will 
not be able to afford that. 

So, a lifeline system, if it is onlv used by a few people, could be a 
very good answer. If it is used oy 40 percent of the people in a 
region, it is a disaster. It cannot be maintained. 

Representative Lent. I wonder if I could just have unanimous 
consent for a foUowup to Commissioner Leisner from Florida. 

Chairman Packwood. Go right ahead. 

Representative Lent. I understand that Southern Bell in Florida 
recently made a postdivestiture rate increase application for about 
80 percent. Is that correct? 

Ms. Leisner. Well, Southern Bell has not made a postdivestiture 
rate request. Southern Bell came in for a rate increase of $350 mil- 
lion this year, requesting that they use a projected test year, which 
would have been postdivestiture, and the Commission did not allow 
it, because there were so many uncertainties. 

Representative Lent. Was any portion of that request granted, 
with 20 percent? 

Ms. Leisner. They asked for $350 million. We granted them $113 
million. There is one point here I would also like to make in that 
case. We took that $113 million, and we did not pass any of that on 
to local customers, because we now have the option of putting it on 
other places. We increased intrastate toll rates to bring them up to 
parity with interstate. We were below interstate. We put the rate 
increase on CPE. We put the rate increase in other areas. All those 
options will be gone next year. Next year, when we give them $113 
million, it will go directly to the local residential customers. 

Representative Lent. And you can give for the poor and the el- 
derhr a lifeline type lower p^rment? Is that true in Florida? 

M&. Leisner. Yes, but as Eric pointed out, suppose your average 
rates are $20, and you are trying to maintain a $5 lifeline rate. To 
maintain the $5 lifeline rate, you are going to have to take that 
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revenue from your other customers, and you might have to in- 
crease the $20 rate to $25, causing more people to drop off who 
would want to go to the $5 rate, so it could be a disaster with high 
rates to try to maintain them. 

Representative Lent. I thank the chairman. 

Chairman Packwood. Senator Riegle. 

Senator Riegle. Mr. Schneidewind, the lifeline rate in Michigan, 
as I understand it, costs $4 a month. Is that correct? People get to 
make two calls a day. Is that correct? 

Mr. ScHNEmEWiND. I think it is probably a little less than that, 
but that is in the range, yes. 

Senator Riegle. Essentially they are limited to two calls a day, 
and as I understand it, there are 300,000 subscribers or so who now 
subscribe to that limited service. Is that correct? 

Mr. Schneidewind. I think that is approximately correct. 

Senator Riegle. That to me is a very high number. 300,000 plus 
people out of a population in excess of 9 million, I mean, that is a 
substantial number of telephone users opting for a lifeline service. 
Do you have the latitude in the Public Service Commission to in- 
crease that to four calls per day by administrative decision? 

Mr. Schneidewind. Yes. 

Senator Riegle. How was the decision made to limit it to two 
calls? I would like a short answer, not a long answer. Why could 
you notjust as well have said four as two? 

Mr. Schneidewind. There is a cost involved in terms of the 
switching gear and all of that. If you said four, and did not raise 
the price, you would have to be increasing the subsidy. 

Senator Riegle. Suppose you raise the price and increase the 
number of calls. If you went, say, to five calls a day? Would that 
take the price up to $4.50 or $5, or would it jump to more than 
that? 

Mr. Schneidewind. I cannot say, and the problem is that that $4 
rate is not compensatory. It is heavily subsidized, and what we are 
deeply fearful of is, let us say that everybody else's rates double. 
You know that there is going to be a fantastic migration onto that 
$5, $4 rate, and the problem is that in Michigan, for instance, there 
are 700,000 imemployed families. 

Senator Riegle. I am aware of that. But let me offer you a solu- 
tion. Perhaps, we should try to come up with a universal standard 
for a lifeline service, and let me give you an analogy. 

We do this with postage stamps, and I think there is some value 
in a postage stamp analogy here up to a point, because we have got 
a national telephone system, and everybody needs to use it. We do 
not charge people in one State 30 cents to send a letter somewhere 
and somebody else 10 cents. We have found a way through a na- 
tionsd process of a form of subsidy and cost to sort of spread this 
out, so there is a uniformity. 

For those people who are at the low end of the economic scale, 
and who womd otherwise be forced out of telephone service, I think 
that we may have to end up finding a variation of that same phi- 
losophy. In other words, what I do not want to see is a regionally 
targeted subsidy. There has been a lot of talk about regional subsi- 
dies here. I think you certainly would agree with me in that re- 
spect, because Michigan loses out in a regional subsidy scheme. 
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But if we are going to have to collect a pot of money here, and 
use it to subsidize a rate that keeps the low income person in the 
sjrstem rather than out of the system, then I think we ought to find 
a way to collect that money in much the same fashion that we col- 
lect it in the pbstage stamp area, and that is ofT a broad national 
base and where the collection mechanism is done in such a way 
that it does not impose a greater hardship on one area of the State 
versus another, one State versus another, one region of the country 
versus another. 

I think that is the route we have to go here, but let me ask you 
this. In Michigan today, what does the basic service cost? Not the 
lifeline service, but just the standard service for a single private 
line with unlimited use? 

Mr. ScHNEiDEWiND. It is approximately $11. 

Senator Riegle. About $11. What would it have been 5 years 
ago? 

Mr. ScHNEiDEWiND. Oh, I would say roughly in the $8 range, give 
or take a little. 

Senator Riegle. Has it gone up in the last year or year and a 
half? 

Mr. SCHNEIDEWIND. It has gone up each year approximately 3 or 
4 percent per year. 

Senator Riegele. Is it fair to say that absent the consent decree 
here, that we would be seeing that kind of nominal increase? 

Mr. SCHNEIDEWIND. Absent the consent decree and absent the 
FCC's depreciation decision and absent the access charges. 

Senator Riegle. So in other words there would be some slow 
climb in rates, but it would be within a manageable 3-, 4-, or 5-per- 
cent annual range, in your view? 

Mr. SCHNEIDEWIND. Yes. 

Senator Riegle. When you were testifying before us in the last 
Congress you laid out, and I am sure you remember this, all the 
factors forcing an increase in rates. 

I would like to know if today that information is still current. 
Have the components changed? Has the total changed? And I 
would like to have that information on an updated basis. 

Mr. SCHNEIDEWIND. We are trying to evaluate the impact of 
Judge Green's assessment of costs of network reconfiguration, and 
that is difficult. So is the FCC. It is a difficult thing. And then the 
access charge decision yesterday will have at the outset perhaps a 
$1 or $1.50 impact in terms of being lower than our estimate, and 
you have to say that, because I think that is a fair assessment, but 
right now I guess we will do a more detailed job. Right now I would 
have to say I do not expect that that assessment will change sig- 
nificantly, and by significant, I mean by more than 10, 15 percent. 

Senator Riegle. So you are saying in the absence of any change, 
you estimate that rates in Michigan will essentially double within 
a 12-month period? That is the best professional estimate of the 
Michigan Public Service Commission? 

Mr. SCHNEIDEWIND. YeS: 

Senator Riegle. Thank you, Mr. Chairman. 
Chairman Packwood. I think a few people have some other ques- 
tions. I know the chairman has some additional questions. 
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Chairman Dingell. Thank you, Mr. Chairman. I will try to be as 
brief as I can here. Gentleman and ladies, there have been a 
number of comments made indicating that if this bill or either of 
the bills pass, there may be some interregional transfers of money. 
On analysis of the bill, I come to a slightly different conclusion. 

Am I correct in the understanding that the bill sponsored by 
Chairman Packwood or the one sponsored by Chairman Wirth and 
I would simply seek to preserve the status quo as far as allocation 
of financial resources amongst the different parts of the country? 

Mr. Hipp. Well, I think the status quo would be observed, Mr. 
Chairman. The present system is supporting local rates through a 
contribution to the use of the local lines, and I think that if we con- 
tinue with the high cost factor, it would do almost the same thing. 
I do not see that there would be any more transfer than we are 
having now. 

It could be targeted somewhat, that is, the base that you are ap- 
plying the 115 or 110 percent on, might be just the loop or it might 
be the entire average rate or it might be some other base that you 
apply the percentage to. 

Chairman Packwood. Let me pursue this. I ask the Chairman's 
leave. 

Chairman Dingell. I am delighted to yield. 

Chairman Packwood. The opponents of this bill in some cases 
are attempting to convince some Members of the House and Senate 
that their states are suddenly going to bear a disproportionate 
burden in terms of money in and money out, although States do 
not pay this per se. It is the users that pay it. All Chairman Din- 
gell is sajdng, and I am asking you to say if he is correct, that that 
is the present system, and we are not significantly changing the 
present system. 

Mr. ScHNEiDEWiND. The only difference I can tell from the 
present system, there is no difference inherent in the Wirth-Din- 
gell bill and in your bill. Senator, the base of the kick-in point for 
contribution is 5 percent different, which would cause some differ- 
ence. 

As near as I can tell — and Commissioner Hipp is certainly the 
expert — I cannot see any difference other than that. That is it. 

Chairman Dingell. Commissioner Lieisner, do you have any com- 
ments you want to make? 

Ms. Leisner. I think that is true. Under the separation-settle- 
ment process, that is the way it has always been. We are just seek- 
ing to maintain the status quo. We are just calling it by a different 
name than we had in the past. That is the only difference. And it 
is the same philosophy. 

Chairman Dingell. Commissioner Rudd. 

Ms. Rudd. Mr. Chairman, I am not an expert in regulatory mat- 
ters and ratesetting, so I recally cannot respond to that question. 

Chairman Dingell. I was troubled about this when I heard it the 
other day because I felt that this would cause us problems and 
might even cause me problems. But as I see the situation, we are 
preserving the status quo. The shifts of money around the country 
stemming from allocations of costs between long distance and local 
service, between the different regions, would remain, according to 
your comments, substantially the same as they are today. 
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Is that correct? 

Mr. Hipp. Yes. 

Senator Lautenberg. Would the gentleman jdeld, please? 

Chairman Dingell. I would be delighted to. 

Senator Lautenberg. Could we pursue this line of questioning? 
We are beginning to define specific interests and concerns, I dare 
say. 

Would you be willing to say at this point that nothing will 
change relative to the proportions? In other words, whatever it 
costs my State or any of the other low cost States would be the 
same in terms of the total kitty, if I can use that expression, as it 
has been? 

Mr. Hipp. That would be mv opinion. 

Senator Lautenberg. You have studied the two committee chair- 
men's bills that are before us. You have not yet looked at mine, I 
assume. 

Mr. Schneidewind. I think the thing that maybe is leading us 
somewhat astray is that right now the mechanism to make this al- 
location, to decide the level or subsidy as between States or kick-in 
point for subsidy is not a fixed formula but a process that brings 
four State regulators and three Federal regulators in a room to 
work it out every now and then. What the Federal and State regu- 
lators have just worked out, thanks to heroic effort by Ed Hipp and 
others, is totally consistent with the approach in both bills, totally 
consistent with the Wirth-Dingell, and the kick-in point being only 
slightly different for the Packwood approach. But both those ap- 
proaches would still have a body of State and Federal regulators as 
it is now to make further adjustments in the process which are not 
fixed by law. 

Senator Lautenberg. I am not talking about the process. Before 
I go on, I should say that I am not familar with the appropriate 
protocol when one yields time. I assume the person who jdelds does 
not lose his position for the week. 

Chairman Packwood. I can guarantee you Chairman Dingell 
will take it back when he wants to. 

Senator Lautenberg. I will be glad to turn it back. 

Will you signal in some way, or do you want it back now? 

Chairman Dingell. I have other questions, but I am delighted to 
yield. 

Senator Lautenberg. I will defer. 

Are we going to have another round of questions? 

Chairman Packwood. We are going around again. 

Chairman Dingell. In light of the comments made, let me ask 
you to give us, as you deem appropriate, further statements for the 
record on the question I have just asked. 

Let me ask this. As I gather, there is another question that we 
have had to contend with, the question of technology. As I under- 
stand it, the same technology is available to everybody. Bell has 
access to the best technology, local operating companies will have 
access to the best of technology, the competitors of Bell, MCI, and 
Sprint and all the rest of them, will have access to the same excel- 
lent technology. 

So it has been said that the access charge plan of FCC might in 
some way advance technology, or that the bill that Chairman Pack- 
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wood and Chairman Wirth and I have sponsored in the House and 
Senate might in some way impair the advancement of technology. 

Is there any reason for us to be apprehensive that the FCC's plan 
would be better suited for encouraging new technology than the 
proposal that Chairman Packwood, Chairman Wirth, and I have 
made? 

Mr. Hipp. I would not think so, Mr. Chairman. The customers 
that want to go into bypass will be seeking the best technology 
they can find under either bill. I think under the FCC plan, they 
will still be looking for ways to bypass, and they will be looking for 
any technologv they can find. Aiid under the plans in these two 
bills, they will still be looking for bypass and the best technology 
that is available, and I do not see much difference in the incentive 
under one plan or the other. 

Ms. Leisner. I think it is the market and competition that drives 
technology, not the access charge plan or any things that are in 
either of these two bills. It is something way beyond that that is 
driving the technology. 

Mr. ScHNEiDEWiND. And by drafting the bills the way they have 
been — and I am more familiar with the Wirth-Dingell bill, but I 
think it is inherent in the Packwood bill — by drafting it so that the 
charge to maintain the system is equitable for all, for bypassers 
and for people on the system, what you have done is preserved a 
fair game, as it were, so that then technology can win out because 
the rules of the game are the same for everybody. So you have pre- 
served all the incentives by being fair to all the players. 

Chairman Dingell. Now, there was a busy day — we find in read- 
ing the papers this morning that some action by the FCC with 
regard to both access charges and bypass took place. 

I observed with some interest that the FCC did lay in place lan- 
guage relating to bypass. 

I would appreciate your comments on that at the appropriate 
time and I would observe that with regard to bypass the FCC has 
essentially indicated that bypass charges can be laid in place, can 
be properly administered, and can be used to correct the imbalance 
that exists between those who would bypass and those who would 
not, depending upon the level of the access charges. 

Am I correct in that assumption? 

Mr. Hipp. Mr. Chairman, I have been in transit during part of 
this, and I am not aware of what the FCC provided for b3rpass 
charges, that is, charges on the b3rpassing. I am not aware of that. 

Ms. L^isner. I think we are all a little lost. 

Chairman Dingell. Would you confer on that matter and give us 
your best thought afterward if possible? 

Would somebody else like to make a comment? 

Mr. Renard. Mr. Chairman, if I can give you my understanding 
of the technical matter? 

Chairman Dingell. Would you please identify yourself for the 
record? 

Mr. Renard. Yes. I am Bruce Renard, the associate general coun- 
sel for the Florida Commission. 

My understanding is the FCC made it clear that charges could be 
imposed on private line service on a usage basis. Therefore, that 
would establish a system whereby you could measure and ascertain 
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the benefits flowing to b3rpassers, private systems, and come up 
with a workable mechanism to assess those systems for their con- 
tribution. 

Chairman Dingell. So does that indicate that b3rpass charges are 
a mechanism that can be used to redress any imbalance that migjat 
exist by a different level of access charges? 

Mr. Renard. Yes, Mr. Chairman. I think that establishes the 
workability of that type of system. 

Chairman Dingell. Would that be the view of the panel? 

Mr. ScHNEiDEWiND. Yes. The desirability, very definitely. 

Chairman Dingell. Mr. Chairman, I guess I have used all the 
time that I am entitled to. 

Thank you, ladies and gentlemen. 

Chairman Packwood. Congressman Wyden, anything further? 

Representative Wyden. Thank you very much. Senator. 

I would like to follow up quickly on my earlier question about 
measured service, and I think all of you essentially share my con- 
cern about what it is going to mean for low-income senior citizens. 
Now I would like to talk particularly about small business and 
what the effect of measured service would be on small business. 

In my State, Northwest Bell has filed for a measured service pro- 
posal for business. It seems to me that it is very attractive now for 
big business to just go off on its own, set up its own system, just 
bypass on the network. 

I am curious about what you think that will mean for small busi- 
ness. Where does that leave them? 

Ms. Leisner. Well, I can tell you when we had the local meas- 
ured service proposal, the small business people did come out, espe- 
cially real estate s€des offices and personnel agencies, C€une out 
that were in one- or two-man offices, complaining greatly. 

Representative Wyden. I did not quite imderstand that. Did you 
say that one- or two-person offices in your area were very un- 
happy? 

Ms. Leisner. Yes, small businesses that use the phone a lot were 
extremely unhappy, and I think you are correct, that it is the 
larger businesses that can bypass, that would be encouraged to 
b3rpass if local measured service were implemented for businesses. 
And then, of course, the burden would fall more heavily on small 
business people. 

Representative Wyden. Could you give us some of the statistics 
on that point? We are particularly interested in the effect on small 
business, and the Florida experience would be helpful. 

Ms. Leisner. Yes. 

Representative Wyden. Was there further comment? 

Mr. Hipp. I do not know if this is relevant, but most of the tariffs 
that I have seen have had a message service that is available only 
to businesses all along, whether they have local measured service 
or not. But there are very few small businesses that I am aware of 
that utilize it. It is just not something they want to use. They 
would rather have a flat rate and pay the flat rate and have unlim- 
ited use. 

I would be glad to try to furnish the figure on that. 
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Representative Wyden. I think it is clear that this is something 
that is going to generate a great deal of interest and I am particu- 
larly concerned about how it is going to affect small business. 

You talk about it being an option. It seems to me it is something 
that is going to be done: it may not be optional. In my State such a 
propos€d has already been filed. I think that we are going to have 
to gather information on the efTect of measured service on small 
businesses and get it in a hurry. 

If you have further information we would like to hear from you. 

Mr. Hipp. In North Carolina, Congressman, we have had applica- 
tions for optional local measured service on one-line service, resi- 
dential or business on two occasions, and we have turned them 
down both times because of the opposition and because of the lack 
of data. But we have now installed in nine cities, or there is being 
installed, experimental, local measured service tariffs with differ- 
ent tariffs in each city. And Southern Bell has been ordered to pro- 
vide data on who utilizes those tariffs and how cost-justified the 
tariffs are. We have not been able to find any material on the 
actual data support for LMS so far. So we are putting in this ex- 
periment in North Carolina. 

Representative Wyden. Mr. Chairman, I think this is something 
we ought to be looking at in greater detail because I share the 
views of the commissioner from Florida. You take the classic real 
estate firm with one or two people making a lot of calls, and I 
think if something is not done about these local measured service 
proposals, that small businesses could be very hard hit. 

(Jnairman Packwood. Well, again, I am not sure what we can do 
about them unless we want to preempt them. 

Representative Wyden. I think I, too, would be reluctant to pre- 
empt anything at this point. I think it is something we certainly 
ought to focus on because the large businesses are going to find it 
very attractive to bypass; the small ones are going to be off on 
their own. 

I thank the Chairman. 

Chairman Packwood. Congressman Swift. 

Representative Swift. Thank you, Mr. Chairman. 

I would like to talk just a little bit about the lifeline service 
again. 

How much of that do you have now in your States? Do you have 
a program where you have to sign people up or require telephone 
companies to offer lifeline service? Do you subsidize any people 
now? Do you have to actually make payments to poor people or in 
some way do something of a welfare nature so they can have phone 
service? 

Mr. SCHNEIDEWIND. No. 

Representative Swift. You do not do that in Michigan? 

Do you do that in North Carolina? 

Mr. Hipp. We do not have it in North Carolina other than a pro- 
posal for optional local measured service has been called a lifeline 
type of rate because it would offer a lower rate for those that 
wanted a lesser degree of service. 

Representative Swift. How many people are involved in that? 

Mr. Hipp. Well, we have had only one town that has had the 
local measured service any length of time, and only 8 percent of 
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their customers have elected to use it, which we consider very 
small. It would hardly cover the second homes, I think, in that par- 
ticular district. 

We do not know why customers are using it, and that is the 
reason we have structured an experiment that will produce that 
data. 

Representative Swift. My question then is this. We have had 
some very glib talk here today about how we are just going to go 
ahead and implement this program, and then we will set up some 
means of just handling this problem. 

Do you have any idea of now great the new need for some kind 
of lifeline service, some kind of welfare program, how great that 
would be if we implemented this FCC policy, either that or just 
pull people ofT the sjrstem? 

The bottom line, what they are really proposing here is go ahead 
with the FCC, and we will come back later and create a new wel- 
fare program. 

Mr. ScHNEiDEWiND. And the problem is that first of all we know 
in Michigan that of the people on public assistance, the State does 
not have enough money to have an additional $10 a month for tele- 
phones. So all of the existing people who are pajdng a $10 a month 
bill for regular unlimited service, sure, 700,000 families will shift 
over to the cheaper lifeline. But that money used to contribute will 
not be there. It will have to be added to everyone else. And then 
everybody who has a second home will certainly try to use it if it is 
not restricted. 

Representative Swift. So we replace the system that we have 
now that is working fine, in which you do not have any significcmt 
welfare implications at all, people make those contributions to uni- 
versal service, which benefits the middle income and the wealthy 
as well as the poor, and what we would replace that with is one in 
which revenues would be shifted very largely to large, large, large 
corporate users, primarily, and then we would institute a new wel- 
fare program, telephone stamps. 

OK, now, if we did that, because it has been argued here, par- 
ticularly by the gentleman from Massachusetts, that we could do 
that, and that would maintain universal service. Now, that is not 
my understanding of what universal service is. My understanding 
is that universal service is the concept that everybody's telephone 
is more valuable because they are connected to everybody else. A 
welfare program to replace universal service is a very different 
thing in concept and plulosophically, is it not? 

Mr. ScHNEiDEWiND. And imagine the difficulties of trying to 
police it so that a person with a cottage in northern Michigan who 
is well to do is screened out from the person who lives next door 
who is living there and is unemployed or may be indigent but too 
proud to go in and ask for help. It creates an administrative night- 
mare that has largely frustrated States in their attempt to provide 
energy assistance on a targeted basis, if you will, other than just 
through the public assistance budget, you know. And in our State 
the budget money is not there. 

So it is an administrative nightmare that sound goods in concept, 
but when you get down to try to do it, it is very expensive and hard 
to do. 
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Representative Swift. Well, it just seems to me if we want to 
adopt a policy and support the FCC in adopting a policy which has 
a massive economic shift from middle income and poor people to 
very wealthy business, fine. We should recognize that in so doing, 
however, we are also going to have to take the further step of cre- 
ating an entirely brand new welfare program for people to fill in a 
hole that will have been created by what is virtually the elimina- 
tion of universal service as we now know it. 

I mean, we can go to something else and still call it universal 
service, but we will have lost what we have now and have had for 
four decades, and understood to be in fact universal service. 

I thank you very much. It has been very helpful. 

Chairman Dingell. The Chair thanks the gentleman. 

The Chair now recognizes Senator Lautenberg. 

Senator Lautenberg. Thank you, Mr. Chairman. We are halfway 
through a vote. I would like very quickly to respond to the com- 
ment made earlier about the fact that some of the bills before us 
would simply preserve the status quo. 

The fact of the matter is that Congress, I do not believe, ever 
voted for that status quo. That status quo developed as an adminis- 
trative process because the monopoly in charge, the regulated mo- 
nopoly, handled it that way. That was their business, notwithstand- 
ing that it was generally supported by reviews before the various 
PUC's. 

Is that fair to say? I mean. Congress never did vote to distribute 
those revenues that way. 

Am I correct? 

Time is short. Yes or no? 

Mr. Hipp. It is correct that Congress did not, but the state com- 
missions did have a role in adopting and formulating those. 

Senator Lautenberg. But the Congress never did and because of 
a change in circumstances this review is before Congress for the 
first time. So, in my view, it is quite proper to review the status 
quo and perhaps to make new arrangements because conditions are 
different. 

Ms. RuDD. Senator Lautenberg. 

Senator Lautenberg. I am going to keep the floor, Ms. Rudd. 
Perhaps you can speak to the chairman after I am gone, if you will 
forgive me. I do not mean to be rude. I am delighted to be here 
with you. But I do want to make one more comment before I rush 
off to vote. 

The fact of the matter is that we must now make decisions based 
on totally changed demographics within our society, and a very sig- 
nificcmt aging population. My State is second to yours, Ms. Leisner, 
in terms of median age. New Jersey has the second highest median 
age in the country. 

We are seeing many changes. I believe we have seen more people 
slip into the poverty class in this past year than we have seen in 
the last 20 years. So there are all kinds of new problems. 

Therefore, I think it is quite appropriate to review how we dis- 
tribute these telephones and who it is that we help. Simply because 
we had the subsidies before does not mean that we should not be 
looking at them or perhaps changing them. 
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I think that it is time to recognize that certain States that mav 
be disadvantaged by a lack of natural resources, may also be ad- 
vantaged, perhaps, by a low-cost efficient telephone operating 
svstem. Since they are forced to bear the disadvantages, perhaps 
they should ei\joy the advantages. 

Still, I am concerned that we retain universal service, meaning 
that everybody has a chance to have access. If you are concerned 
about administrative nightmares, Mr. Schneidewind, think of the 
nightmare of that aged person who is suddenly going to be in isola- 
tion because he or she cannot afford to communicate with a rela- 
tive. I have heard things like suicide predicted, emotional distress, 
depression, etc. Those are the people that I am concerned about in 
my State and throughout this Nation. I am concerned about people 
who are job himting and can only reach a prospective employer by 
telephone. I am concerned about a family in wluch a mother has to 
desert her children to go to work to earn a week's pay. I am con- 
cerned about that family. That is a hell of a nightmare, if you will 
forgive me, for someone not to be able to call up and say to the 
kids, are you OK? Those are the kinds of nightmares we as public 
servants are obliged to deal with. 

So you will forgive the passion of my response, but I consider it a 
very serious and important issue. 

And with regard to subsidized lifeline service, when we are selec- 
tive, people are going to be attracted to the cheap service and they 
are going to take advantage and get lifeline for the bimgalow or 
the vacation cottage or the second line. So, I think we ought to 
have a simple means test that is reasonable to administer. That is 
the obligation of our society, to see that we deal equitably with cdl 
of our people. 

Thank you, Mr. Chairman. I am going to go vote. 

Chairman Dingell. The Chair thanks the gentleman. 

Under the rules, I think the gentleman from New York is enti- 
tled to be recognized. 

Representative Lent. Thank you, Mr. Chairman. 

I would like to just follow up on a question of the gentleman who 
questioned you previously, Mr. Swift, about the regulatory night- 
mare that might be imposed on, I assume, the telephone companies 
by providing some sort of a lifeline rate or base rate for the poor 
and the elderly and the indigent. 

Actually, we have this service already pretty well in place in 
most States — I know we do in my State of New York. I assiune in 
all of your States — a welfare system or social service system where 
people are either on welfare or they are not, and they are eligible 
for food stamps or they are not, or they are eligible for rental as- 
sistance or health care, medicaid, or they are not. 

So I think that that perhaps is somewhat of a red herring, that 
we are going to have to create a whole new welfare system for tele- 
phone subscribers to determine whether or not they are eligible. 
Certainly it could be easily worked out by the local State govern- 
ments using the existing system. 

What I would be more concerned about in terms of a regulatory 
nightmare would be the regulatory nightmare that might well be 
created by the imposition of a bypass tax or a b3rpass fine on people 
who set up or firms that set up an alternative communication 
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sjrstem. It would seem to me that this would place a tremendous 
bureaucratic burden on whoever is put in charge of collecting this 
fine or imposing this tax. 

For example, we have not made any decision yet on what is a 
b3rpass. There are a lot of questions involved with that. How much 
should the tax be? Which user pays what tax? 

So do you not see as well — and also the bureaucratic problem of 
making sure that those who owe the tax or the fine do not escape 
the tax. You have an enforcement problem. 

Do you not see an equally great if not greater regulatory night- 
mare involved with this kind of a proposal of a b3rpass tax or 
b3rpass fine than you have with a system involving welfare where 
you already have the whole mechanism in place? 

Mr. ScHNEiDEWiND. It srikes me, though, that right now the 
mechanisms being used, or proposed in both pieces of legislation, 
the Packwood approach and the Wirth-Dingell approach, have in- 
herent in them the same relationship to what our business entity 
obviously is, the current taxation mechanism. Those are somewhat 
the same kind of obligations, and these companies also depend 
upon the telephone system as a backup to their bypass facilities 
without exception. Probably they are interconnected already, so 
there is a billing relationship. There are obviously far fewer of 
them in any given State in terms of niunbers than there would be 
of the hundreds of thousands, if not millions of people in a State 
that would be eligible for lifeline. 

So in terms of numbers of existing systems in place, it has got to 
be a lot easier. 

Representative Lent. But if we set up this new regulatory mech- 
anism, you think it would be easier to collect the b3rpass tax or to 
simply give a little old lady who is now on food stamps a stamp 
that she could use, one extra stamp, maybe she could use it to buy 
a telephone? You can buy a telephone, can you not, in Michigan, 
for $10 or $30? 

Mr. ScHNEmEWiND. I wish it was that simple. 

Representative Lent. Let me ask this question because I think it 
is important. 

If you gave a little old lady a $10 stamp in addition to her food 
stamps, she could buy a telephone, can she not, and avoid the $2 to 
$3 a month charge for renting a telephone that the Michigan Tele- 
phone Co. presently charges? 

Mr. ScHNEiDEWiND. That is one idea. 

Representative Lent. You could thereby 

Mr. SCHNEIDEWIND. Congressman, you asked me a question. Let 
me answer it. 

The problem we have is that you have got a lot of people who are 
eligible for public assistance who are not on public assistance. You 
have got a lot, for instance, who become unemployed, and they may 
be temporarily on public assistance, and we have run up against 
this in the heating problem. Believe me, I speak from experience. 
And to try to find a mechanism that will screen their eligibility 
when they are not going to go on the regular welfare programs is 
hideously difficult. That is the problem. 

Representative Lent. Commissioner, you used an analogy before, 
Penn Central, and that this is like Penn Central, and I would ques- 
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tion that a little bit, about Penn Central's rates going up so high, 
because actually what happened with Penn Central is the ICC kept 
their rates so low that they could not provide adequate and reliable 
service, and there was a bypass that took effect. Shippers left the 
railroads and went to the barges, went to the truckers for a more 
adequate and reliable method. 

I am really concerned with the problem of b3rpass here. I think 
that there are going to be literally thousands of large users that 
are going to leave the existing system and bypass it, and the local 
companies are going to lose these tremendous revenues. 

We are going to hear later testimony from some of our major ex- 
ecutives from telephone companies who are going to talk about 
how so few users of telephone service, long distance, pay such a 
large percentage of the overall cost. And when these people, when 
the E. F. Huttons and the Xeroxes leave the system, there are 
going to be fewer and fewer people left to pay for the costs. 

Mr. ScHNEiDEWiND. I am concerned, as Chairman Dingell pointed 
out, what if a cable system comes into a local exchange and is 
wired up to 30 or 50 percent of the people and offers a chance for 
these people to all bypass residential? What we are doing by load- 
ing the costs on the residential customer is creating what is in the 
very near future a very attractive opportunity for all those people 
to b3rpass the local exchange. 

Representative Lent. Exactly. 

Mr. ScHNEroEWiND. So by loading on the local customer, you are 
creating in them an opportunity to bypass and taking it away from 
another customer. And that is not a system that works. 

Representative Lent. Commissioner, if you load up the costs that 
are associated with long-distance users in lieu of the access 
charges, which is the way these bills have handled the situa- 
tion 

Mr. ScHNEiDEWiND. I am talking about loading up the exchange 
costs. 

Representative Lent. You are going to provide a big incentive for 
those users who are presently supporting the system to go into 
bypass. 

Mr. SCHNEIDEWIND. And create an incentive for the small user 
wired to a cable whose rates have been doubled or tripled to bypass 
the exchange via cable. I guess that is the main thing. 

This approach of the FCC is too simplistic because it says let's 
keep one set of customers on by loading rates on the other. But 
those others are going to have their own bypass opportunities. So it 
is not a long-range solution. It is a short-range solution that ig- 
nores cable, and we cannot afford to accept it because then we will 
be back before you 5 years from now saying: hey, you have got to 
try to solve the problem because all those residential people are by- 
passing through the cable, and our exchange does not have enough 
revenue. That is a problem, too. 

Representative Lent. Thank you, Mr. Chairman. 

Chairman Dingell. The Chair thanks the gentleman. 

The Chair advises that there will be a vote on on the House floor 
in just a few minutes. 

Chairman Packwood. We can go right on. 
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Chairman Dingell. I would like to express my personal thanks, 
and I am sure our chairman would do likewise, for your valuable 
assistance in these hearings. 

Chairman Packwood. You have been a most helpful panel. 
Thank you. 

Let us move on, now, to our second panel: Andy Smith, Delbert 
Staley, John Clendenin, Raymond Smith, Donald Guinn, Ormand 
Wade, and John Hayes. 

Why don't we wait just a minute until some of the crowd goes 
out. Can I ask those who are going to stay, to stay and be quiet, 
please? Otherwise, could you move out and close the door behind 
you so we can hear? 

Andy, why don't you go right ahead. You are at the start of the 
list. 

STATEMENTS OF ANDREW V. SMITH, PRESIDENT, PACIFIC 
NORTHWEST BELL; DELBERT C. STALEY, PRESIDENT, NEW 
YORK TELEPHONE; JOHN CLENDENIN, CHAIRMAN OF THE 
BOARD, SOUTHERN BELL TELEPHONE & TELEGRAPH CO.; RAY- 
MOND T. SMITH, PRESIDENT, PENNSYLVANIA BELL TELE- 
PHONE CO.; DONALD E. GUINN, CHAIRMAN OF THE BOARD, PA- 
CIFIC TELEPHONE & TELEGRAPH CO.; ORMAND J. WADE, 
PRESIDENT, ILLINOIS BELL TELEPHONE CO.; AND JOHN E. 
HAYES, VICE PRESIDENT, SOUTHWESTERN BELL TELEPHONE 
CO. 

Mr. Andrew Smith. Mr. Chairman, if I may, I want to offer 
some comments on behalf of the entire group and I think that will 
save your time. At your request, we representatives of the seven 
regions have coordinated the subjects of our remarks to avoid re- 
dundancy and to highlight those areas of most prominent concern 
in the context of the some 13 bills that have been introduced to 
date on this subject. 

I will personally discuss the overall topic of universal service and 
the objective, which we all share, to preserve and perpetuate it. 
Following mv comments, Mr. Clendenin, who is the chairman of 
Southern Bell Telephone Co., and Mr. Staley, who is chairman of 
the New York Telephone Co. and CEO-designate of NYNEX, which 
includes New York and the New England company, will speak to 
the Federal Communications Access Charge Order 78-72. After 
these two gentlemen have chatted with you, I would then introduce 
the remaining topics to be covered by the other four regions. 

It is not intended necessarily that comments of one region are 
reflective of the positions of the others, and this format has been 
designed only to avoid as best we can duplications of subject matter 
and not to suggest any philosophical unanimity. 

The area that I represent, Mr. Chairman, includes several large 
metropolitan centers, but also is to a degree a rural area, with sub- 
stantial sections sparsely populated. Incidentally, this is t3rpical of 
the entire 14-State region served by U.S. West, our regional hold- 
ing company. 

Insuring that our customers have access to affordable telephone 
service, including a choice of options designed to fit their individual 
calling requirements and budgets, is one of our commitments. We 
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share your desire that quality affordable phone service will contin- 
ue to be available to the public. 

As part of our effort to meet that objective, PNB has had option- 
al measured service available for quite a time, and one of the op- 
tions is priced as low as $3.50 a month, and this basic budget serv- 
ice is sometimes referred to in our territory as lifeline service. 

We realize that some customers may not be able to afford even 
that lowest price optional service, and if it is determined that some 
additional degree of support is needed to cover the difference be- 
tween the price of a given specific type of service and what it actu- 
ally costs to provide that service, we strongly encourage a direct 
and targeted subsidy to the individual customer based on their 
need, as opposed to one that is dispersed in general or in a geo- 
graphically related fashion. 

If relief which may be necessary for some is not targeted, we 
have concern that the truly deserving may not receive an adequate 
level of support. We at PNB are actively involved at the State level 
in Washington. 

There have been a lot of comments about studies to be made. We 
actually have one that has been made in Washington with the util- 
ities and transportation commission, exploring the possibility of a 
locally administered universal service subsidy fund to provide 
direct assistance targeted to those who cannot afford, for one 
reason or another, basic telephone access. 

This study of a possible targeted State universal service fund is 
part of a significantly larger effort on the part of the Washington 
commission to implement a State access charge environment simi- 
lar to that contemplated under the FCC order. A study just re- 
leased by the Washington commission on July 15 — and I plan to 
enter that in the record, Mr. Chairman — demonstrates that in that 
State the highest premium flat rate service charged by any compa- 
ny in the State in 1984 will be $15. That includes an intrastate cus- 
tomer access charge and includes the $2 interstate charge that was 
commented on in the FCC order yesterday. No premium flat rate 
service in Washington in any telephone company will exceed $18 
next year. 

The commission in the State of Oregon is involved in a similar 
investigation. The detail is not yet available. 

I appreciate that the legislative proposals you are reviewing will 
provide for an alternative to the subsidy mechanisms detcdled in 
FCC docket 78-72 through a transitional reassignment of customer 
access charges to the long-distance carriers. These legislative pro- 
posals, if workable, would keep in place the subsidy now flowing to 
local telephone companies via the settlements process. 

While I do believe that the basic theory underlying 78-72 pro- 
vides an equitable and workable substitute to the traditional proc- 
ess, my initial reaction to yesterday's revision of 78-72 is one of 
real concern, deep concern both for the continued competitive capa- 
bility of Centrex and for the obviously sharply increased incentive 
for b3rpass by AT&T, by other common carriers, and by large cus- 
tomers. 

Chairman Packwood. Are you talking about their decision, their 
revised decision yesterday? 

Mr. Andrew SMriH. Yes, sir. 
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I am not philosophically opposed to a public policy decision that 
would assign costs in an alternative fashion, if that was necessary 
to maintam universal service. One critical point to remember is 
that, no matter how it is done, however, it is the customer ulti- 
mately who will pay. 

Certainly, now more than ever, this issue of bypass must be dealt 
with, and thoroughly. We already have a large number of custom- 
ers in the Pacific Northwest using their own networks. 

Further complicating this problem is the fact that a high concen- 
tration of our long-distance revenue comes from a very small 
number of customers in a very few locations. We serve in PNB 
99,900 business locations in Washington alone. If only 125 of those 
customers chose to b3rpass us, we would lose 20 percent of our long- 
distance revenues. This would equate to an immediate $3.14 burden 
on the monthly rate for all our customers to compensate. 

We urge you, before legislation is enacted, to consider and evalu- 
ate some questions: 

If a charge is approved for bypass users, how will it work? How 
will this plan, and what is its cost to be administered? 

What level of charge for b3rpass users would be necessary? Who 
would enforce the reporting and the pa3mient? 

Consider the consequences of a large artificial subsidy burden 
being placed on firms such as Boeing that are competing in the in- 
ternational marketplace and supplying many jobs in our economy. 
If a fund is required to insure univeraal service, why not use the 
existing Federal excise tax as a starting point, or fund the subsidies 
by an excise tax on bypass equipment or use of the frequency spec- 
trum, or through a tax on gross revenues of b)rpassers? 

With public policy moving us into a fully competitive telecommu- 
nications environment, would a policy encouraging pricing unrelat- 
ed to cost be inconsistent, unfair, and in the long-term disruptive? 

How do we insure that those who really need financial assistance 
in pa3dng their basic service bill get it? 

These are just a few of the questions that occur to us and that 
are before the committee. 

Our ability in the BOC's to continue offering quality, low-cost 
service depends on your decisions in these deliberations. We 
remain and offer our services as ready to work with you in any 
wav possible as your review continues. 

And, Mr. Chairman, I appreciate this opportunity to be here 
today. And incidentally, I will update my written testimony in line 
with the revision in 78-72 of yesterday. 

Thank you. 

[The statement follows:] 

Statement of Andrew V. Smith on Behalf of U.S. West, Inc. 

I appreciate the invitation of this joint committee to share some timely and im- 
portant information with you today. Fm Andy Smith, president of Pacific Northwest 
Bell, one of the Bell operating companies. We serve customers in Washington, 
Orc^n and a small portion of Idaho. My ofRce is in Seattle. 

Fve been the chief executive officer of PNB since 1978. Prior to that I was the 
company's chief operating officer for eight years. E£u-lier, I was for five years PNB's 
vice president for the Or^on area. Our company serves approximately two and one- 
half million customers in our three State territory; an area which includes several 
large metropolitan centers, but also is to a great degree rural with substantial sec- 
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tions sparsely populated. Incidentally, this is typical of the entire 14 State r^on 
served oy U.S. West which will be our holding company following divestiture. Afong 
with PNB, Mountain Bell and Northwestern Bell provide service in those 14. States. 

PNB has a reputation as a company concerned with the overall welfare and indi- 
vidual problems of the people of the northwest. PNB employees take an active role 
in a wide variety of local community activities and projects aimed at helping those 
who are elderly, disadvantaged or living on low incomes. During the past year, I 
was proud to represent all of our company's employees in special volunteerism 
award ceremonies — first in the White House with Mrs. Reagan and later in Gover- 
nor Spellman's office in Olympia, Washington — when PNB received recognition for 
outstanding efforts to help the needy and less fortunate. 

I assure you that PNB is sensitive to the needs of these groups, especially the el- 
derly and those who live on low incomes. We will continue to be concerned about 
those problems in the years ahead also because PNB will be an active, involved cor- 
porate leader in the northwest. Insuring that our customers have access to afford- 
able telephone service, including a choice of options designed to fit their individual 
calling requirements and budgets, is one of our commitments. We share your desire 
that quality, affordable phone service continue to be available to the public. 

At PNB we're taking a number of steps already — and we'll continue to do so in 
the future — to keep affordable telephone service a reality. It makes very good busi- 
ness sense for us to work on this objective. Obviously, we want to sell our service to 
as many customers as possible. And, our customers will buy it if it has value. That 
value to a large extent is directly related to the ability to call anyone you need or 
want to. 

Our determination to keep universal service a recdity prompted us to establish an 
officer level group within a U.S. West some time ago to oversee our continuing ef- 
forts in this area. 

Keeping phone service available and affordable is a big job. Insuring that we are 
ready to meet the service needs of new customers conne<^ing to our network is also 
a msgor priority. 

The concerns of Congress in this regard — which we share — are, however, only 
part of the overall management problem facing us. Inflation which continues to in- 
crease the cost of materials, labor and other operating expenses should not be over- 
looked. The cost of capital required to keep service working and satisfy subscriber 
growth requirements also adds severe pressure. 

In our discussion of universal service I feel it is important to keep telephone 
rates, and any future increases in prices, in reasonable perspective. By any measure 
of comparison — the Consumer Price Index (CPD, various inflation indexes and so 
forth— the increase in the price of phone service has la^^ed far behind virtually 
every other product and service people use and consume. (See Exhibit No 1.) We're 
aggressively working on new innovative programs and rate plans to make sure Uiat 
phone service remains affordable in the future. 

Just a month ago, George Walker, PNB vice president for Washington-Idaho, tes- 
tified before the House Select Committee on Aging's Subcomittee on Housing and 
Consumer Interests. Mr. Walker stressed some key points in reference to our compa- 
ny commitment to keep phone service available and priced fairly for all. For exam- 
ple, he submitted exhibits showing that: 

The price of local phone service provided by PNB (1975-82) has gone up less than 
half the rate of increase in all other items on the CPI. 

The price we charge today for home telephone service is less than half its actual 
cost. Seattle Premium residence service: Revenue $11.15 vs cost $25.00 

The price for even premium flat rate phone service (our most expensive residence 
service) in Seattle represents only one percent of the monthly social security benefit 
received by an elderly couple. (See Exhibit No. 2.) 

Our budget measured option takes less than one-half of one percent of that same 
monthly social security benefit. The price for this budget service is $3.50 in Seattle, 
for example, compared to the current $11.15 price for premium flat rate. (See Exhib- 
it No. 3.) even if the highest level of access charges that PNB is considering are 
added to that $3.50 rate in 1984 it will reach only about $7.00. In addition to the 
budget option we also offer our customers a stand£urd measured service option which 
is priced at $5.50, with $3.00 of usage included within that rate. 

These lower priced options — which are full quality, 24 hour a day service with the 
price related to individual usage — are strong evidence of our determination to keep 
phone service readily available and affordable for all. 

I'd like you to know also that we have made thousands of personal contacts with 
elderly and low income customers to inform them personally about these options. 
TTiat effort is continuing. To illustrate customer acceptance of these measured serv- 
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ice options, when we began active promotion of these services in 1982, some 6,653 of 
our residence customers had selected measured service. By the first of June 1983 
that number had grown to 56,458. 

We realize that some customers may not be able to afford even the very lowest 
priced optional service. If it is determined that some additional degree of support is 
needed to cover the difference between the price of a given specific grade of service 
and what it costs to provide that same service, we strongly encourage a direct and 
targeted subsidy to the individual customer based on need as opposed to one that is 
dispersed in a general or geographically related fashion. 

If relief which may be necessanr for some is not targeted, the truly deserving may 
not receive an adequate level of support. I include here those who bv some geo- 
graphical criteria are considered rural customers. Let me point out that some of 
those "rural" customers are large land owners or Califomians who have vacation 
homes in the San Juan Islands in Washington State or in resort areas on the 
Oregon Coast. It is erroneous to conclude that all rural customers need a subsidy. 

For those in a rural area where the cost of providing service may be higher— or 
for those anywhere who legitimately need assistance in paying for basic telephone 
access — we agree with Alfred Kahn, former chairman of the New York Public Serv- 
ice Commission and a past chairman of The Council for Wage and Price Stability. 
Mr. Kahn has expressed the view that the ideal subsidy firom an economic and 
equity standpoint is a direct subsidy to people of limited means. He has stated, and I 
quote: 

"This targeting of beneficiaries would minimize the burden on all subscribers — 
many of whom, too, are of very modest means — while at the same time ensuring 
that the benefits go only to the needy, and not, unfairly, to the people of ample 
means * * *. End of quote. 

Mr. Kahn has addressed the issue clearly and has outlined a framework for deal- 
ing with this potential problem. It's workable and it's equitable. 

m fact, we at PNB are actively involved at the State level in Washington to ex- 
plore the possibility of a loccdly administered "universal service'' subsidy fund to 
provide direct assistance to those who cannot afford basic telephone access. 

Task force efforts have been underway involving consumers, telephone companies 
and the Washington Commission staff. The Washington Commission is undertciking 
public hearings throughout the State to determine the feasibility of direct aid to 
those who need assistance. 

This study of a possible targeted State universal service fund is part of a larger 
effort of the Washington Commission to implement a State access charge environ- 
ment similar to that contemplated for interstate services. A study just released by 
the Washington Commission, which reflects the July 27 revision of FCC Docket 78- 
72, demonstrates that the highest premium flat rate service charge by any tele- 
phone company in the State will be $14.95 in 1984, which includes an intrastate cus- 
tomer access charge. The vast majority of Washington citizens would pay even a 
lower rate — down to as little as $6.34. With the interstate customer access charge of 
$2 for residence customers in 1984, no premium flat rate service in Washington will 
exceed $17 in 1984. And, of course, budget measured service would be even lower 
still: in PNB about $7. 

STATE OF WASHINGTON CURRENT RESIDENTIAL ONE PARTY FLAT SERVICE PLUS ESTIMATED 1984 
INTRASTATE CUSTOMER LINE CHARGE 

Company IFRrate "Sg, Total 



Continental $12.55 

General 12.36 

PNB 11.15 

Mashell 7.10 

St Johns 6.00 

Ptoneer 7.00 

Toledo 6.00 

Western Wahkiakum 7.15 

Tenino 6.00 

Peninsula (Forks, Wash.) 8.74 

ENenshurg 8.25 

Hood Canal 6.50 

Yelm 6.00 



$2.63 


$15.18 


1.86 


14.22 


1.48 


12.63 


4.48 


11.58 


5.24 


11.24 


3.96 


10.96 


4.86 


10.86 


3.62 


10.77 


4.30 


10.30 


2.61 


11.35 


1.44 


9.69 


3.06 


9.56 


2.93 


8.93 
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STATE OF WASHINGTON CURRENT RESIDENTIAL ONE PARTY FIAT SERVICE PLUS ESTIMATED 1984 
INTRASTATE CUSTOMER LINE CHARGE-Continued 



Company 1™ rate SSK Total 



Kalama 6.00 2.87 8.87 

Lewis Rtver 5.00 3.42 8.42 

Telephone Utilities 6.10 2.16 8.26 

Asotin 5.00 2.66 7.66 

United 4.65 2.25 6.90 

This unique State of Washington study is, I believe, the first factural analysis in 
the Nation of the precise effect on local rates of customer access charges. 

Those of you from the Northwest may have seen a recent news clipping quoting 
Washington PUC Commissioner Mary Hall concluding after a review of this study 
that the Washington Commission was pleased to see how relatively low the required 
rates came out in the analysis, and that phone rates around the State won't jump 
nearly as high as many alarmists earlier estimated. 

In fact, considering the concerns about unacceptable impacts on rural ratepayers 
being expressed, it's interesting that the Washington study shows that customers in 
the small rural community of Forks, Washington (population 3,060), which is served 
by the Penninsula Telephone Company, will still be able to get service at a rate less 
than that required for much larger metropolitan areas such as Seattle served by 
PNB and Everett served by GTE. Any conclusion that rates in rural areas may 
reach an unaffordable level is without any basis in fact in the Northwest. 

Quite similar efforts to focus in on the real facts are taking place in Oregon also, 
involving the State commission, consumers and indust^ representatives. 

Our business is rapidly becoming fully competitive. Over the past decade the FCC 
has aggressively implemented a series of policy changes to substitute comp>etition in 
the marketplace for regulation. We have, and continue to, support this overall 
change in national policy. We are convinced that the public wants this and will 
benefit from an open competitive telecommunication marketplace. 

I hope you share with me the view that our most critical task as we look ahead is 
to manage our way through this transition period and into the future with the ad- 
vantages that open market competition brings and without the loss of universal 
service. I'm convinced that our rate plans, and other efforts at the State level such 
as I have described, and the access charge plan (FCC Docket 78-72), help that 
happen and are workable and fair. One concern I would express about yesterday's 
revisions in FCC Docket 78-72 is its treatment of Centrex. Damaging the competi- 
tive capability of this viable and profitable service will remove the contribution it 
has provided to local rates. 

I appreciate that the legislative proposals you're reviewing would provide for an 
alternative to the sudsidy mechanisms detailed in FCC Docket 78-72 through a reas- 
signment of customer access charges to the long distance carriers. These legislative 
proposals, if workable, would keep in place the subsidy now flowing to local tele- 
phone companies VIA the separations and settlements process. While I do believe 
that 78-72 has provided an equitable and workable substitute to this traditional 
process, I am not philosophically opposed to a public policy decision that would 
assign costs in an alternative fashion because we all agree on the desirability of uni- 
versal service. The question is will it work. Uncertainty and quite a few critical 
questions fill my mind when I think about how any alternative subsidy program 
might be designed and made workable in a timely fashion. Certainly the issue of 
b3rpass must be dealth with thoroughly in any alternative proposals. 

The FCC's proposal to phase in a customer access line charge also recognizes the 
very real and serious dangers of b3rpass. Let me briefly explain what ''bypass" 
means in the context of long distance service and access charging and, more impor- 
tantly, why we all need to be concerned about the real and negative consequences 
uneconomic b3rpass can cause. 

First, I'll briefly define the two forms of bypass: economic bypass and uneconomic 
bypass. Economic bypass is in the public interest and is a natural condition in a 
competitive market. It occurs when differences in price are based on actual cost dif- 
ferences. On the other hand, uneconomic b3rpas8 occurs when differences in price 
are artificial because they are not— for whatever reason — directly related to actual 
costs. This situation ultimately is not in the public's best interest. 
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Customers who bypass — principally businesses — build a separate and alternative 
communications network which circumvents entirely the public long distance net^ 
work and in some cases the local network too. Some of these firms also have the 
capaci^ to resell the use of their network to others. If the price of using the public 
network be<x)me8 an unattractive economic option for this type of customer, 03rpass 
becomes a viable alternative. 

We already have a number of customers in the Pacific Northwest using their own 
networks. Tne U.S. Grovemment, msgor newspapers and television stations, the 
Boeing Company, the Washington and Or^on State governments. Crown Zeller- 
bach, and the cities of Portland, Seattle, Tacoma as well as Douglas County in 
Oregon are examples. Other companies and organizations no doubt will construct 
their own networks. Since many bypass systems now exist and have existed for 
years, I don't think it is practical or correct to try to prohibit them by legislation. 

With bypass, access revenues are lost, forcing increased upward pressure on the 
rates for all othe customers. Ultimately, this situation creates a "death spiral" phe- 
nomenon because as prices escalate upward — due to large users leaving the public 
network and loss of tnat revenue — more and more customers opt for some form of 
bypass putting yet more of a support burden on those remaining. 

Further complicating this problem is the fact that a high concentration of our 
long distance revenue comes from a very few business customers in a few locations. 

We serve over 99,900 business locations in Washington alone. If only 125 of those 
customer locations chose to b3rpass — and they will if access charges are not levied on 
the cost causers fairly and pnased in sensibly — we would lose 20 percent of our long 
distance revenues. Tnis loss alone would equate to an immediate $3.14 burden on 
the monthly rate for all our customers to compensate for that lost contribution. 
That is simply not acceptable. In addition, these large businesses have told us they 
will not be agreeable to paying more than their fair share of these costs. A gradual 
phased in schedule which removes the existing subsidies over a number of years 
makes good sense to them and will minimize the b3rpass threat. 

EFFECT OF BYPASS ON BASIC SUBSCRIBERS-WASHINGTON 

liiimtww ns kiieinitM IncTBSSS JD monthlv 
Washington business MTS/WATS revenue """"^Sii?"^ access line rate with 

10 percent 22 $1.57 

20 percent U25 3.14 

30 percent 367 4.71 

* Represents 0.1 percent of the total 99,926 total txjsiness locations in Washington. If these locations were t)ypa$sed. sulncniKr monthly fine 
rates would have to increase S3.14 to offset the contritxjtion from the lost toll revenue. 

I appreciate your recognition that to keep this subsidy in place requires that pro- 
cedures must be carefully designed to insure that bypassers, including users of pri- 
vate systems, do contribute to the support of the local exchange network. The 
manner in which bypassers may be assessed charges and the design of an enforcer 
ment process, however, present enormously complex and unresolved problems which 
must be addressed and solved if the plan is to be fair and workable. 

To summarize, we strongly believe — 

Our current PNB plans, together with F(X Docket 78-72, are workable ap- 
proaches to handling access charging and provide a mechanism that is critical to 
our economic viability, insure universal service and minimize the uneconomic 
bypass problem. Further, our local State efforts involving our State commissions, 
consumers and industry representatives will help us insure that the most equitable 
decisions for our local customers are made. 

If some level of subsidy becomes necessary to defray part of the cost of basic serv- 
ice for individual, needy customers, we must assure that assistance is given directly 
to those who really need it and not administered with a broad general approach 
which will lead to unfairness, misuse and waste. 

Our objective is to devote our best efforts — now and tomorrow — to make basic 
service available to the widest number of people. This just makes good business 
sense for us. New innovative service and pricing options will help us maintain that 
universal service reality. 

PNB, and the other operating companies in U.S. West, are firmly committed to 
making this overall transition to the deregulated, competitive future workable. We 
are well down this transition road. Changing the rules outlined in FCC Docket 78- 
72 which have been carefully developed — with industry participation — over several 



24-903 0—83- 



Digitized by 



Google 



172 

years may result in chaos if the complexity and problems of alternative proposals 
are not dealt with in the very few months left before divestiture. 

We appreciate your interest in taking a responsible look at these issues. Our fear, 
however, is that failure to address and solve the problems and unanswered ques- 
tions in your proposals will lead to a chaotic situation in the industry that will 
threaten our viability. 

We urge you — before any legislation is enacted — which modifies the intent and 
purpose of Docket 78-72 or changes the carefully planned overall divestiture process 
to consider and evaluate some questions: 

If a charge of some type is approved for bypass users, how will it work? 

What would this plan cost to administer? 

What level of charge for b3rpas8 users would be necessary? 

Who would enforce reporting and payment? 

What are the consequences of a forced artificial subsidy burden being placed on 
large firms such as Boeing who are competing in the international marketplace? 
(General Motors, Weyerhaeuser, Techtronics are other examples.) 

If a special fund is required to insure universal service, why not use the existing 
Federal excise tax as a starting point, or subsidies could be funded by an excise tax 
on bypasser's equipment, or use of the frequency spectrum, or a tax on their gross 
revenues. 

With Federal regulatory and judicial decisions moving us into a fully competitive 
telecommunications environment, wouldn't a policy which would encourage pricing 
unrelated to costs be inconsistent, unfair and disruptive? 

How do we insure that those who really need financial assistance in paying for 
basic phone service get it without a subsidy program specifically targeted to special 
qualifications such as disposable income or similar criteria? 

Those are a few questions I leave with you. I appreciate this opportunity to be 
with you today, and I hope my comments have been useful to your review. Thank 
you. 

Exhibit 1 
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Exhibit 2 
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Chairman Packwood. Now, who do you want to go next? 

Mr. Andrew Smith. Mr. Clendenin. 

Mr. Clendenin. Chairman Dingell, Chairman Packwood, Mem- 
bers of Congress: 

I am John Clendenin from Southern Bell. I welcome this oppor- 
tunity to comment on the proposed legislation and I thank you for 
it. I commend both committees for the landmark nature of these 
joint hearings. 

My written testimony aims at the seven or eight subjects sug- 
gested by some of your committee staff, so I shall not repeat that 
material now, but would be happy to respond to questions later. 

Obviously paramount in all the legislative proposals is the con- 
cern over preservation of universal service at affordable rates. That 
is a concern we in Bell South and the Bell operating companies of 
the Southeast urgently share. 

But to me it is indeed most regrettable that legislative solutions 
and guidance relative to universal service have been so long in 
coming, because the rules of this industry did not suddenly shift. 
The evolution toward competition in this industry began many 
years ago in both the Federal and State arenas, and has been accel- 
erated by the availability of new technology. And with that evolu- 
tion, the shift of subsidies which have served to keep telephone 
local service rates low became virtually inevitable. 

In our great American economic system, competition drives 
prices toward true cost and there is no room left for a subsidy. If 
the Congress is now inclined to think that moving this industry 
toward competition was not such a good idea, it is indeed unfortu- 
nate that philosophical action was not taken several years ago, at 
least 5 years ago, to be precise, because that is when docket 78-72 
got under way with its years of comprehensive deliberation. 

But I personally believe it is too late to look back or turn the 
clock back. Competition is here. B3rpass is here. Technology is ex- 
ploding. We must look ahead. 

And as the manager of a complex organization which has ex- 
pended enormous effort to comply with the MFJ and the orders of 
the FCC, I was hopeful that we were finally close in docket 78-72 
to having a workable set of industry signals. We badly need them. 

As several of your committee members observed this morning, 
continued uncertainty is in itself a threat to universal service. 
TTiere is an urgent need for final decisions. 
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But having said that, and before any precipitous action is taken 
to overturn or alter the 78-72 order, I urge extreme caution, be- 
cause the access charges are absolutely essential to the preserva- 
tion of universal service. Without them as a replacement for toll 
subsidies, the vitality of a company like mine and our ability to 
provide that universal service that you are so concerned about will 
vanish. 

I personally feel 

Chairman Fackwood. Excuse me. Did you say without them as a 
substitute for toll service? 

Mr. CuiNDENiN. Without access charges as a substitute for the 
toll subsidies. 

Qiairman Packwood. OK. I wanted to make sure I understood 
you. 

Mr. Clendenin. I would be glad to repeat the entire sentence. 

Qiairman Packwood. What you are saying is, if you do not have 
the access charges nor the toll charges, you cannot keep up the 
universal service? 

Mr. Clendenin. That is exactly right. 

And I personally feel that the notion, implied in some of the pro- 
posed legislation, that 78-72 in and of itself completely lost sight of 
the goal of universal service is an erroneous notion. I would remind 
you of several major features of the FCC's plan which are aimed at 
preserving universal service: 

First, recognition of the economic reality of b3rpass. This re- 
quired, among other things, replacement of the traditional usage- 
based recovery of non-usage-sensitive fixed subscriber access Ime 
costs. Over a several year transitional period, this completely un- 
sound system of cost recovery will be replaced by direct recovery 
from the cost-causer, that is the access line subscriber. 

Second, the setting of a gradual transition period toward full re- 
covery of fixed subscriber access line costs, coupled with the build- 
ing of a imiveraal service fund and a monitoring plan, are safe- 
guards erected to help assure optimum preservation of universal 
service. In connection with the monitoring plan, the FCC commit- 
ted itself to action specifically aimed at protecting universal serv- 
ice. 

Third, equitable treatment for all carriers. Equal access charges 
for equal access for all interexchange carriers to be achieved at the 
end of a 4-year phase-in, resulting in a truly competitive market- 
place. 
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And fourth, lifeline service. Yes, included in 78-72! The FCC left 
this issue to the state PUC's, but it did provide for a waiver proce- 
dure under which an adjustment may be made in the amount of 
access charges applicable. 

In my opinion, the access charge order provides as good a bal- 
ance of interest and goals as could be expected or achieved with all 
the diverse interests involved. Nothing is perfect, but I believe tiie 
FCC's order provides a workable set of solutions, achieved after 
long and thoughtful consideration. 

So while I applaud the intent of the proposed legislation to pro- 
tect universal service, it is my judgment that the access charges 
proposed in 78-72, developed over years of public debate, are better 
suited toward the end of preserving universal service in the 
present competitive world of telecommunications than are many of 
the current legislative proposals. 

Thank you. 

[The statement follows:] 

Statement of John L. Clendenin on Behalf of BellSouth Corp., Southern Bell 
Telephone & Telegraph Co.; South Central Bell Telephone Co. 

My name is John L. Clendenin. I am Chairman of the Board of Southern Bell 
Telephone and Telegra^ Company and Chief Operating Officer-Designate for the 
soon to be established BellSouth Corporation, which wfll own South Central Bell 
Telephone Company and Southern Bell Telephone Company following divestiture 
from AT&T. 

I welcome this opportunity to appear before you today to express my views on 
behalf of the Companies of the Southeast Region regarding the legislation which has 
been proposed and to express our position with respect to several of the issues 
raised by the proposals. 

Obviously, these hearings today are largely the result of concerns over the preser- 
vation of universal telephone service at ^ordable rates — concerns which we share. 
The bills before these Committees clearly are intended to help the industry continue 
with the provision of universal service. I would not want, therefore, to cast my testi- 
mony in terms of opposition to the purpose of the bills, but I question their timeli- 
ness and their approach to specifics. 

There are many years of background behind us. We are finally close to having a 
workable set of industry signals, and I am frankly very concerned at the idea of yet 
another new direction and all the problems of working out its details. 

As manager of a complex organization, I can tell you that a tremendous amount 
of work, and money, has gone into positioning the telephone industry to comply 
with the MFJ and the orders of the FCC. Further delays and further expense to the 
ratepayers are most undesirable. 

For these reasons I would prefer to get on with the job under the rules we have. I 
hope we can continue to work with Congress so that the end result of any le^la- 
tion can, in fact, achieve our common objectives with regard to universal service at 
affordable rates, and can do so with as little added expense and disruption of the 
industry as possible. 

ACCESS CHARGES 

Perhaps of greatest importance is the manner in which the legislation deals with 
access charges. The legislation proposes that access charges be paid entirely by the 
long distance companies or other persons that directly or indirectly interconnect 
with our local exchange facilities, as well as by private systems that do not intercon- 
nect. Since these access charges are the principal mechanism provided in the bills 
for preserving universal service and maintaining our financial viability, we fear 
that, if all the burden is placed on the carriers, there may be problems in obtaining 
the revenues required aner divestiture to fully offset the loss of the toll subsidies 
which have been underpinning our exchange services. 

In arriving at its decision in the access charge Docket 78-72, the FCC struck a 
realistic and workable balance among many conflicting interests and goals. In so 
doing, and in five years of comprehensive proceedings, a large number of consumers, 
businesses, customers, state regulators, government officials, other Common Carri- 
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ers and established telephone companies, including AT&T and the Bell System com- 
panies, were active participants. 
The migor interests and goals the F(X sought to satisfy include these: 

1. Recognition of the economic reality of by-pass. — This required, among other 
things, replacement of the traditional usage-based recovery of non-usage sensitive 
fixed subscriber access line costs. Over a five- to seven-year transitional period, this 
competitively unsound system of cost recovery would be replaced by direct recovery 
from the cost causer, that is, the access line subscriber. 

2. Maintenance of universal service.— The transition period full recovery of fixed 
subscriber access line costs, coupled with the Universal Service Fund and monitor- 
ing of universal service, are safeguards erected to help assure optimum preservation 
of universal service. In this regard, the F(X is committed to a monitoring plan 
which would allow it to protect universal service. In the words of the Docket 78-72 
order: "Such actions might include adjusting end user flat charges, adjusting the 
Universal Service Fund, adjusting the degree of nationwide pooling, or requiring 
that certain transitional benchmarks be met.'' 

3. Equitable treatment for all carriers. — Equal access charges for equal access for 
all interexchange carriers will be achieved at the end of a four-year phase-in period 
resulting in a truly competitive marketplace for interexchange communications. 

4. Lifeline service. — The FCC left this issue to the State reC's by providing for a 
waiver procedure under which an adjustment may be made in the amount of the 
access charges applicable to such services. 

In my opinion, the access charge order provides as good a balance of interests and 
goals as could have been expected or achieved. Nothing is perfect, but I believe the 
FCC's order provides a very fair and workable set of solutions, achieved after long 
and thoughtful consideration. 

I would also like to add that I detect an excessive note of alarm in the debate on 
the merits of the access charge plan. Consider for a moment the fact that, on a na- 
tional average, we are talking about reassigning less that $10 a month over a period 
of seven years to the actual cost causer. Consider the fact that many customers will 
see reductions in their telephone bill as a result of lower long distance charges. Con- 
sider the fact that during this same time period there should be, with the leadership 
and approval of state r^ulators, an increasing availability of local measured sevice 
options which will provide consumers a workable, practical opportunity for lower 
priced exchange services. Consider the fact that telephone set purchases will contin- 
ue to offer the opportunity to reduce the monthly user charges they have experi- 
enced in the past. 

So while I applaud the intent of the proposed legislation to protect universal serv- 
ice, it is my judgment that the access charges proposed in Docket 78-72, developed 
over years of public debate, are better suited to preserving universal service in the 
competitive world. 

I have been impressed, however, with the clear understanding of the threat of 
Bypass expressed in the proposed legislation. In my mind. Bypass may be more of a 
threat to universal service than any other single factor, and to the extent that this 
legislation is attempting to solve that problem it is indeed working in the cause of 
universal service. 

UNIVERSAL TELEPHONE SERVICE 

Universal telephone service is a desirable social and economic goal. As the Chair- 
man of a telephone company whose msgor business is and will be that of providing 
basic exchange service, it is certainly my personal goal to provide that service to as 
many customers as possible. 

Let me cut to the heart of the question framed in this proceeding: "In the future, 
can the industry offer the consumer affordable access to the network which is re- 
sponsive to his or her needs?" 

My answer to that question is unqualified: We can and we will. Moreover we'll do 
it with the same ingenuity and dedication which has marked our people's efforts 
throughout tJie past 75 years since we, the industry, established the goal of univer- 
sal service. This commitment has never been taken lightly. 

Clearly, the transition of the past few years to today's competitive environment 
has posed some hurdles, but the industry overcame them and we'll manage the 
latest changes as we have those which came before, without sacrificing our commit- 
ment to the consumer. We'll do it in the future the same way we've done it in the 
past, — i.e., wit^ ^e creative application of technology and service offerings which 
are responsive to the wide range of consumer needs. We now have, and, important- 
ly, will continue to have, access to technology which will permit us to tailor our 
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services to the needs of the business subscriber, the residence subscriber and the 
disadvantaged. Technology has permitted us to establish a productivity record four 
times greater than industry as a whole, and technology will continue to be funda- 
mental to preservation of universal service. 

Despite the spirited debate, Tm not convinced there is unanimity regarding the 
definition of universal service and I'm certain there is a range of opinions regarding 
what "affordable'' means. I see this as something of a problem and would like to 
clarify where I am on these terms. The universal service that my industry has had 
as its objective is characterized by a reliable network, readily accessible to the con- 
sumer, which serves his essential health, safety, and basic welfare needs. The avail- 
ability of telephone service which meets these needs should indeed be universal. 
This aspect of consumer well-being must not be trampled as our industry undergoes 
yet another transition. 

It's equally important to recongnize those aspects of telephone service which 
should not be included in the definition of universal service. The achievement of 
universal service must not be measured by the opportunity for businesses to daily 
transmit for several hours and yet pay the same local rate as a shut-in who requires 
network access for medical reasons or to permit friends to check daily on his or her 
welfare. Any standard for universal service must not be designed to permit home 
computer owners to play a game of chess repeatedly and pay no more for their 
heavy usage than a person on a fixed income pays for his or her occasional usage. 

We have in hand today technology which permits us to tailor service to meet the 
widely different needs of each of these consumer groups. We can relieve the occa- 
sional user of the cost burden imposed by the heavier user, deliver a measured serv- 
ice offering which meets his or her particular needs, and in the process keep ^e 
rate at least one-third lower than the average rate for unlimited service. 

Proposals which would do this and meet the universal service standard are now 
pending in several states in the Southeast Region. I believe the cost realignments 
reflected in Docket 78-72 are essential and even when fully reflected in the propos- 
als I've described will still produce access to the network which must be judged af- 
fordable. The daily price today of access to the network is generally less \han an 
order of french fries, a bus ride, on a single-dip ice cream cone. As to prices tomor- 
row — I'm convinced our industry can continue its record of productivity increases, 
that the consumer will see significant decreases in charges for toll calls, and have 
available service which meets universal service standards at rates which by any rea- 
sonable measure must be judged affordable . 

LEVEL PLAYING FIELD 

The single most important principle which must guide any legislation that seeks 
to assure universal service while promoting competition is that sul providers of local 
network services should be treated equally. Some systems should not be given com- 
petitive advantages over others simply because they are newer and may not, as yet, 
be as widespreadf. All competitors must be viewed as integral parts of a communica- 
tions industry in rapid transition, and industry restructuring should be based on tiie 
existence of an equiteble compeitive arena. 

Disparate regulatory treatment which binds the telephone companies with regula- 
tion while leaving competing delivery systems free of the expense and delay of tibat 
regulation ultimately defeats the goals of universally available telephone service. 
Similarly, it runs counter to the notion of competition so often described in the last 
decade — that of fair, evenhanded competition on a level playing field. Disparate reg- 
ulatory treatment tilts the field against the average ratepayer who bears the cost of 
rovimng the basic network for local universal service. Such treatment encourages 
>ypass of the network through a variety of alternative technologies in ways that 
may be impossible to police or tax. The result will be that b3rpassers can avoid con- 
tributing to the cost of basic service. 

It is not our position that any beneficial innovations in technology be artificially 
restrained. Nor do we argue that any particular segment of our industry, such as 
services provided by cable television companies, necessarily be totally regulated. 
But, we strongly believe that all participants in this business who offer competing, 
substituteble services should be treated the same with regard to those specitic serv- 
ices. In the absence of such equiteble treatment we might well find ourselves unable 
to respond to the needs of our customers. Not overnight, surely, but once an inequi- 
teble regulatory course is set for an industry where technological advances occur so 
very quickly as they do in ours, then it is just a matter of time before the residen- 
tial, rural and business customers that unregulated competitors decline to serve 
begin to feel the adverse effects of a playing field tilted against them. 
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JURISDICTIONAL CONSIDERATIONS 

There are two chief jurisdictional issues involved in the various legislative propos- 
als. 

First, certain of the proposed bills give the FCC exclusive jurisdiction over all long 
distance ccdls, including those which are entirely intrastate. They purport to do so 
in order to establish a uniform national policy. 

I would simply point out that, historically, the state public service commissions 
have been a positive and innovative force in regulating our industry. The regulation 
of intrastate toll at the local level has worked well for a very long time. Moreover, it 
provides the state commissioners with an essential tool with which to fashion serv- 
ices and adjust charges to meet whatever unique circumstances may exist in differ- 
ent parts of the country. 

Demographic, economic, geographic and other factors which impact regulatory 
considerations may clearly vary from one part of the country to another, and state 
regulation permits a direct, tailored response to those varying circumstances. 

On the other hand, I recognize there are arguments for unified regulation of long 
distcmce. 

The second jurisdictional issue addressed deals with the authority to set depreci- 
ation methods for local exchange facilities and for the portion of facilities used joint- 
ly for exchange and interexchsuage service. 

Frankly, the critical problem our common carrier industry confronts is not juris- 
dictional so much as it is the absence of realistic action on the part of either Federal 
or state authorities to approve proper depreciation rates. We simply must be permit- 
ted to recover all our invested capital through depreciation at the rate that capital 
is consumed in providing service. 

South Central Bell and Southern Bell are very capital intensive companies. It is 
absolutelv essential to our continued viability in a competitive environment that the 
timing of capital recovery permit the retirement of obsolete plant. Failure to do so 
will undermine our past collective efforts to sustain a technologically efficient net- 
work. 

In the past, under monopoly conditions, regulation delayed the recovery of capi- 
tal — ^by prescribing long lives and using methodologies that did not match the capi- 
tal recovery to capital consumption — in an effort to hold down rates. This was possi- 
ble under the past monopoly environment when technology was evolving more 
slowly and competition was not a factor. 

Even so, this postponement of capital recovery resulted in higher costs to our cus- 
tomers in the long run. For example, in the case of Southern Bell, studies indicate 
that 34 percent of our plant's useful life has been consumed. Yet only 16 percent of 
that investment has been recovered through depreciation expense. The adverse im- 
plications of such a policy are numerous. First, expenses incurred in the provision of 
service have been understated during the past period. This understatement contin- 
ues today, and costs which should have been recognized in the past have been de- 
ferred to the future. Second, a higher level of investment remains in the rate base 
for an excessively long period, generating increased carrying charges. With straight 
line recovery. Southern Bell's annual revenue requirement would be $500M less 
today. Tliird, there is reduced availability of internally generated funds with which 
to finance construction, thus forcing additional acquisitions of new capital at pre- 
vailing rates in financial markets. 

In a competitive environment, the undepreciated rate base has an adverse multi- 
plier effect. Confronted with regulated prices that reflect a rate base inflated by in- 
adecjuate depreciation, high-volume users will leave the regulated carrier and secure 
service from a lower priced firm that employs timely depreciation and newer tech- 
nolo^. The average rate-payer then must pay the carrying charges on the entire 
rate Dase — that which he or she is using and that which would have served the 
high-volume user who took advantage of a competitive choice. With the undepreciat- 
ed rate base producing r^ulated prices that are above the costs of new teclmology, 
high-volume users will refuse to pay them and the average ratepayer pajrs a bigger 
and bigger share of a larger and larger rate base. 

Proposals now before our regulators will permit us to restore our reserve to rea- 
sonable levels in a 6-8 year period. During that period, we hope to reduce our rate 
base, in the Southern Bell example I cited, to a level some $4 billion lower than it 
would be under current policy. During these years, revenue requirements for depre- 
ciation would steadily decline. This decline would be an important offset to overall 
revenue needs at a time when upward rate pressure is continuing. 

Before competition prevents it, it is imperative that the rate base be depreciated 
to reflect the current economic life of the assets. Because of past misperceptions 
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about the function of depreciation, this is one of the critical turns in the road to full 
and fair competition. Oiily if we reach that point will the high-volume user stay 
with the regulated firm. 

The real danger is that our failure to address adequate capital recovery will send 
our common carrier industry down the pathway of steel, textiles and autos versus 
worldwide competition. 

The present joint state-federal process is addressing these problems and some 
progress is being made. But, I must add, not nearly enough. 

We have urgent requests before the FCC now, and have likewise appealed to state 
regulators for help. Clearly, action is required and we're hopeful it mil be forthcom- 
ing. 

I would make one further point — whichever jurisdiction has authority — state or 
federal — or if new communications legislation is written — it is imperative that the 
common carrier companies in this country be given capital recovery comparable to 
the industry in which they compete. 

PROVIDER OF LAST RESORT 

Another issue currently under consideration is whether Congress should enable 
state public utility commissions to require all local telephone companies to continue 
to fiimish basic telephone equipment and telephone wiring under tariff to residen- 
tial and small business customers. 

Implicit in this issue is the concern that customers may not be able to obtain 
these services, at a reasonable cost, except from a regulated telephone company. 

Let me address this concern by first stating that I am absolutely convinced that 
the competitive marketplace has provided, and will continue to provide, numerous 
outlets for consumers and small businesses to obtain these services. This is evident 
in the fact that as of the end of 1982 there were already more than 21,000 retail 
outlets which sold telephones. These outlets include major department and specialty 
stores such as Se£u-s, K-Mart, Radio Shack, etc. The number of those outlets in- 
creased 33% over 1981 and is increasingly rapidly each year. Additionally, catalog 
sales make the purchase and delivery of telephone equipment convenient for even 
the most remotely located subscribers. 

Telephone wiring services are also readily available from a number of sources, in- 
cluding electrical and service contractors, telephone retcdlers, local entrepreneurs, 
and local telephone companies. 

Given this environment, I believe the provision is unnecessary and will be of lim- 
ited benefit. However, we do understand your concerns and those of your constitu- 
ents and would offer no objection to the concept of a ''provider of last resort", so 
long as the rates allowed us to recover all of our costs, including capital. 

TRANSFER OF EMBEDDED BASE OF CPE TO AT&T 

Several of the bills recently introduced suggest that the embedded base of custom- 
er premises equipment not be transferred to AT&T as currentlv required by the 
Plan of Reorganization. This legislation seeks to assign the embedded equipment 
base to the Bell Operating Telephone Companies on January 1, 1984. It appears that 
the intent of this change is to continue any subsidy now provided by customer prem- 
ise equipment to local service rates. This provision assumes, however, that the em- 
bedded base contributes toward keeping down the cost of local service. 

In fact, the amount of any subsidy realized for local rates is diminishing and com- 
petition will drive it to a minimal level. Indeed, retention of the embedded base by 
the BOC's could have the reverse effect of that contemplatod by the proposed l^gs- 
lation. To date, all divestiture planning, including our plans to reenter the CS'E 
market, have assumed the transfer of the embedded base to AT&T. A change at this 
late date would be disruptive to our employees and customers, as well as costly to 
our Company. 

For these reasons, I believe that retention of the embedded eouipment base in our 
companies would provide little advantage. In my opinion a far better answer would 
be the complete deregulation of all CPE, thus permitting all CPE, both embedded 
and new, to be treated alike. 

Several of the bills would require the BOC's to set up fully separated subsidiaries 
through which to market customer premises equipment. It is difficult to understand 
why the divested Bell Operating Companies should be required to establish a sepa- 
rate subsidiary to market CPE when independent telephone companies are not re- 
quired to do so. I am opposed to a fully separate subsidiary requirement since it 
would severely limit our options and in my opinion, make it very difficult for us to 
compete in the business. The current FCC Docket 83-115 deals with the separate 
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subsidiary requirement We have submitted comments in this Docket strongly 
urging that the separate subsidiary requirement be eliminated. 

PROCUREMENT QUOTAS 

At least one of the proposed bills also proposes to establish quotas which would 
control the quantity of products and services which we may purchase from Western 
Electric or Bell Laboratories. We do not believe that such legislation is beneficial or 
necessary. 

The companies that comprise the Southeast Region are committed to seek out and 
buy technically suitable products and services at the lowest overall costs, regardless 
of the source. The continuing regulatory oversight we undergo, and the require- 
ments which are part of the Mod&ication of Final Judgment, should be more than 
adequate to monitor our performance. It is not appropriate to prejudge our actions 
by imposing quotas, but rather we believe that a post-review of our purchasing deci- 
sions wiU satisfy the critical concerns of you and your constituents. 

LIFTING OF MFJ RESTRICTIONS 

Under the terms of the Modified Final Judgment, the Bell Operating Companies 
are largely prohibited &om providing any product or service after divestiture, 
beyond exchange telecommunications and exchange access service, that is not a nat- 
ural monopoly service actually regulated by tarins. The exceptions to this are the 
provision of certain directory services and the marketing of customer promises 
equipment. 

While we do not welcome these limitations, we view the restrictions placed upon 
us as an inextricable part of the divestiture contemplated by the Modified Fmal 
Judgment. Consequently, we aro prepared to abide by those restrictions until we are 
relieved from them on a case by case basis as provided in the Modified Final Judg- 
ment, or until they are removed through future legislative oversight 

CONCLUSION 

In conclusion, I want to say again that this was a welcome opportunity to express 
my views on behalf of the BellSduth Corporation regarding the preservation of uni- 
versal telephone service and the several related issues raised in proposed legislation. 
I hope Tve been helpful. 

Your interest and efforts on behalf of the companies I represent and our custom- 
ers are sincerely appreciated. We have a common goal— that of continuing the best 
telephone service m the world and enhancing it so that we may all ei\joy the ex- 
traordinary promise of the electronic information age. 

Chairman Packwood. Thank you. 

Mr. Staley, are you going next? 

Mr. Staley. Yes, I am. Thank you, Chairman Packwood. 

All of us here today want the same for the American phone user. 
We want good service, widely available, and at reasonable prices. 
We w€mt, in short, precisely the same thing that Congress was con- 
cerned with obtaining for the American public in 1934, and that is 
universal service. 

I very much appreciate being able to take part in these discus- 
sions. In my opinion, what is going on here today will be as deci- 
sive as what transpired in Congress nearly 50. years ago. Congress 
back then told the phone industry what it expected of it, but did 
not spell out how. Congress left the specifics to be decided by a re- 
markisJ>ly broad Federal regulatory framework. 

I doubt that Americans would have a versatile phone system 
today if Congress in 1934 had told the industry not only what it 
wanted, but how it wanted imiversal service to be obtained in 
highly specific t'^rms. Yet that is what the two bills before this 
committee are designed to do. 

Here are my specific misgivings to the two bills before this com- 
mittee: 
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How can we insure that the needy have phone service? The 
answer provided by the proposed Senate bill is to expand the uni- 
versal service fund which the FCC and the State regulators are in 
the process of establishing. 

But this fund is a source of subsidy for high-cost, mostly rural, 
mostly small telephone compcmies. The targets, the recipients of 
the subsidy, are wrong. Not a single dollar of that subsidy would 
flow to the urbcm poor in New York. 

The Senate bill would collect $100 million a year from New York 
State customers who make toll calls and give back only $6 million 
a year to largely subsidize New York rural telephone compcmies. In 
Massachusetts this amount is $25 million, with nothing being re- 
turned to Massachusetts. These rural companies will need financial 
support, no doubt. But does this really provide universal service? 

What about the phone service for the needy in the cities of 
Boston, Detroit, Philadelphia, and other areas? These are the 
people which I believe the proposed legislation before this commit- 
tee means to help, but does not. 

What is more, the legislation in question I fear will endanger the 
financial viability of the Bell operating companies. This, instead of 
helping consumers, would jeopardize service to them. 

We cannot wish away the costs of providing service. Those costs 
are there now and they will be there to be covered by us after di- 
vestiture, or everyone will suffer. The fact remains that New York 
Telephone and New Englcmd Telephone after divestiture from 
AT&T in 1984 will need almost $3 billion in revenues to cover the 
costs of providing access for long-distance calling. That amount rep- 
resents more than one-third of our expected post-divestiture busi- 
ness. 

I have said repeatedly that I am optimistic about the future of 
New York Telephone and New England Telephone. But I must say 
here and now that legislation which intends to scrap the FCC 
access plan would have severe financial impact on us and in turn 
on the service customers will receive. 

Believe me, we recognize how hard it is to find an equitable solu- 
tion to the access problem. For more than 5 years, the FCC has 
worked to develop a plan which it prescribed earlier this year. Vir- 
tually every segment of the industry and user group had a say in 
that plan. Indeed, I personally testified in the FCC open hearings. 

It is a plan designed to be as fair as possible to all. It provides 
local telephone companies with a reasonable expectation of being 
compensated for the cost of providing access in 1984 and thereafter, 
€md universal service will be maintamed. 

Bypass of the local network is another serious threat to low-cost 
service. Tliis is recognized by the legislation in question and it is 
well that it is, for bjrpass is here. A whole industry dedicated to 
finding and exploiting b3rpass technology is doing a land office busi- 
ness. In New York City, the New York-New Jersey Port Authority, 
with Merrill L3mch and Western Union, are building a teleport to 
go around the local switched network. Cable TV facilities with 
access to satellites are in use in New York City. 

The Senate bill before you proposes that a penalty be imposed on 
those who bjrpass us for the purpose of avoiding a user chaise. 
That provision in my view is unworkable and unenforceable. The 
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user under this bill would clearly be inspired to new heights to 
bypass us, for under the proposed Senate bill we would be asking 
the large users to pay $600 a month for what costs us $25 a month 
to deliver. Companies with today's technical ingenuity will not sit 
still for that, and the courts will not and should not stifle them in 
their use of new technology. 

Indeed, the real deficiency of the Senate fine proposal is that it 
will stifle development and emplojrment of American technology 
and at the very same time when we Americans need to encourage 
the development of such technology, for only with such tocourag- 
ing signals from Congress will we maintain and in some areas 
regain our world leadership. 

The House bill takes a somewhat different approach 

Chairman Packwood. I am going to have to ask you to conclude 
your statement. We have got to hold the witnesses down to about 5 
or 6 minutes. 

Mr. Staley. New York Telephone will very shortly propose to 
the New York State Public Service Commission a new form of life- 
line service. TTiat service will shield the needy and will be a target- 
ed service. The FCC yesterday in its reconsideration order gave en- 
couragement to that type of service. 

Where do we go from here? I would like to urge this committee 
to be guided by the wisdom of the Communications Act of 1934. It 
created a framework for dealing with the very issues this commit- 
tee faces. That legislation did not attempt to define the contours 
and limits of modern communications technology. It did not tell 
the phone companies how much to charge for service. It did not tell 
them how to deliver service. 

It left those responsibilities to the industry and its regulators, 
and together we went on to build a communications capability for 
this nation the likes of which has not been seen anywhere. Let us 
preserve that framework. It is a flexible framework and it serves 
our nation very, very well. 

Thcmk you very much. 

[The statement follows:] 

STATEBfENT OF DeLBERT C. StALEY, CHAIRMAN AND ChIEF EXECUTIVE OFFICER, NeW 

York Telephone Co. 

Chairman Packwood, Chairman Dingell, and Members of both the Senate and 
House Committees, I am Bud Staley, Qiairman and Chief Executive Officer of the 
New York Telephone Company, and the designated Chairman of NYNEX, the 
parent company of the New York and New England Telephone Companies after di- 
vestiture from AT&T. 

Thank you for the invitation and opportunity to appear before this Committee 
and submit my views concerning the legislative proposals pertaining to access 
charges and the preservation of universal telephone service. Universal service has 
and continues to be a primary business objective of the New York and New England 
Companies. Moreover, the importance of access charges to the New York and New 
England Telephone Companies after divestiture cannot be overstated. 

Universal telephone service developed in this country for primarily two reasons: 
(1) it was in the interest of the telephone industry to obtain as many subscribers as 
it could; and (2) Congress made affordable and universally available telephone serv- 
ice the objective of the 1934 Communications Act. While the telephone industry of 
today is much changed from 1934, nothing has occurred to alter these two objectives 
or place universal service in jeopardy. The same joint regulatory/industry frame- 
work tiiat worked so well in the past to achieve universal service continues in place, 
and can be expected to further these same objectives in the future. 
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The continuation of universal service is, however, dependent on the financial 
strength and viability of the Bell Operating Companies after divestiture from 
AT&T. While I have been generally optimistic about the future of these companies, 
I am now concerned that passage of the recently proposed legislative efforts to scrap 
the FCC access plan could have severe adverse impacts on our future, and the uni- 
versal availability of telephone service in this country. 

In 1984, after divestiture from AT&T, the New York and New England companies 
will require almost $3 billion in revenues to recover the costs of providing access for 
long distance telecommunications services. This represents more than one-third of 
our anticipated post-divestiture business. The survival of these companies, and the 
continuation of our universally available high quality, efficient telephone system is 
thus largely dependent on our ability to recover these costs. 

Earlier this year the FCC prescribed a plan of access charges that provides the 
local telephone companies with a reasonable expectation that they will in fact be 
compensated for the costs of providing access in 1984 and thereafter. The FCC plan 
took over five years to develop and took into consideration input from virtually 
every segment of the industry and user group. Because of the importance of access 
charges to the future of our Company, I was personally very involved in this effort 
and testified on behalf of the Bell Operating Companies at hearings held by the 
FCC. 

The FCC plan is founded on basic and sound economic principles. The plan will 
encourage efficient and proper marketplace and investment decisions, and will 
foster technological advancement and innovation in the telecommunications indus- 
try. At the heart of the FCC plan is the concept of charging individual users of the 
telephone network based on the costs of providing service to these users. While in 
the past rates were established under a system of subsidizing basic rates with rev- 
enues from long distance rates, continuation of this subsidy in a competitive indus- 
try is not possible. Competition requires that prices be set based on costs. 

The legislative propc»als recognize the new problems posed by competition and 
the substantial threat to basic telephone service which could result through continu- 
ation of the historical subsidy approach. The proposals attempt to avoid this prob- 
lem by levying a charge or ta^ on those who would bv-pass the local network. These 
proposals are not, however, workable. They cannot be enforced and will leave the 
local companies with huge unrecovered costs, thereby severely impairing their abili- 
ty to provide service. 

The largest portion of the cost of providing access for either local or long distance 
service is the cost of the wire and associated equipment (the "local loop") which con- 
nects a subscriber's home or business to the local central office. 

The monthly cost of providing this loop is the same whether the customer makes 
many or no calls, or whether all or none of these calls are long distance or local. 

Under existing jurisdictional separations procedures, about one-third of the cost of 
this local loop is assigned to the interstate part of our business. These interstate 
costs are reflected in long distance rates and recovered from customers on the basis 
of the number and length of long distance calls made. The customer that makes no 
calls pays no part of this one-third of the cost of his local loop. The customer who 
mcd^es many long distance calls may pay many times the cost of his local loop. We 
have many large business customers who pay $600 or more per month in usage 
charges to cover a service that costs us less than $25 per month to provide. 

With the advent of new technologies and the introduction of competition, these 
larger customers are finding ways to avoid paying many times over the cost of pro- 
viding service by turning to other services which by-pass the local network to com- 
plete their long distance calls. A whole new industry dedicated to finding and ex- 
ploiting by-pass technologies and systems is now in its development. Just two of 
many examples of existing or planned by-pass in the New York City su-ea are the 
Teleport being built by the NY-NJ Port Authority, Merrill Lynch and Western 
Union; and the use of Cable TV facilities to provide access to satellite facilities of 
other carriers. With existing technology, it is a simple matter to directly connect a 
large office building or industrial complex to the facilities of the interexchange car- 
riers. Many such arrangements already exist. 

The degree to which by-pass threatens the revenues of the New York and New 
England Telephone companies is no small matter. Because of the concentration of 
large banking, financial and other commercial institutions in our region, approxi- 
mately one-third of 1 percent of our business customers provide us with one-third of 
our long distance related revenues, and only 5 percent of our customers provide us 
with approximately 70 percent of our long dist£mce revenues. Thus, the loss of just a 
few of these largest customers to these by-pass alternatives can seriously effect our 
future business. This Committee must also understand that if we are to continue in 
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business, the loss of revenues from these large users will have to be made up 
through increased charges for those customers who do not or cannot use by-pass al- 
ternatives; the very customers to whom universcd service is so important. 

The degree to which by-pass exists today is just the tip of the very large iceberg. 
Until now the largest interexchange carrier, AT&T, had no incentive to by-pass. 
That will change on January 1, 1984. After divestiture, it can be expected that 
AT&T will use its financial and technological resources to design and construct bv- 
pass systems wherever this will provide it with competitive advantage. K it doesn t, 
its competitors surely will. When this occurs the drain on our revenues from by-pass 
systems will increase quickly and much more dramatically than in the past. More- 
over, once customers and other carriers have committed themselves to by-pass sys- 
tems, it will be too late to reverse the process by merely changing the svstem of 
access charges. After capital is committed to construct a by-pass system, a change in 
monthlycharges is insufficient to cause a revers£d of that decision. 

The FOC access charge plan largely negates the problem of uneconomic by-pass by 
requiring that after a seven-year transition period the portion of local loop costs as- 
signed to long distance services will be recovered directly from the subscriber using 
that loop. There will, of course, continue to be by -pass of the local network where 
-others- can provide- local connections better or more cheaply than we can. This is 
what competition is all about, and provides a healthy incentive for us to find better 
and less expensive ways to provide access service. 

All of the recent legislative proposals would totally scrap the access plan which 
took the FCC and the entire industry over five years to develop. In its place, these 
proposals would require that all costs of access for long distance service be recov- 
ered only from the long distance carriers. Since the long distance carriers must re- 
cover tiiese costs from their customers, these proposals will continue the present 
system of over-recovery from large users — a system which provides incentives for 
large users and other carriers to by-pass our local network even where our costs of 
providing access are lower than theirs. 

At least some of the recent legislative proposals I have seen recognize the reality 
of the tJireat and consequences of by-pass, and attempt to guard agednst the loss of 
revenues by requiring in one way or another that those who by-pass the local net- 
work continue to contribute to the cost of local telephone service. From the tele- 
phone company's point of view, these proposals that any provider of by-pass be re- 
quired to contribute to local loop costs have some appeal. However, such a plan 
cannot work and, equally important, cannot be enforced. 

The House proposal appears to require that a provider of a communication system 
that avoids using the local exchange network report his system to the exchange 
company in his area. It would then be incumbent on local exchange companies to 
file tariffs to treat such a by-pass provider as if he had used the local network. In 
order to develop an applicable tarfif charge so that such a system would make an 
appropriate contribution to the costs of basic telephone service, a detailed anal3rsis 
01 the usage of by-pass customers would be required. This would require a by-pass 
company to provide sensitive proprietary information to its competitor, the local ex- 
change company. Moreover, there is no way that a local exchange company could be 
assured that it has the information it needs fi*om all by-pass companies. Further- 
more, calculating appropriate charges would be extremely difficult, if not impossi- 
ble. In many cases the by-pass system itself does not provide data as to usge. There- 
fore some arbitrary mechanism would have to be established to determine these 
charges. Such a mechanism would be a constant source of confiict. In short, such a 
system would require extensive records and regulatory mechanisms to ensure 
proper and accurate reporting of information to the local telephone company. 

Tne Senate proposal is much more generalized in its approach. This proposal pro- 
vides only for fines on those who by-pass the local network for the purpose of avoid- 
ing payment of access charges. Since the very purpose of by-pass is to avoid paying 
access charges, presumably all who use by-pass systems would be in violation. The 
proposal thus appears to outlaw all by-pass. However, in many, or even most cases, 
the $100,000 fine would be insufficient to prevent by-pass. The savings to a large 
user are often many times the amount of this fine. This propsal also does nothing to 
protect ag£dnst the inevitable increased rates for the subscriber who cannot or does 
not use by-pass systems. 

I have yet another and perhaps even more important concern with these propos- 
als. Any approach which has assits ultimate objective or result the prevention of 
economically based by-pass systems would service only to stifie technological innova- 
tion and advancement. This is not in the long-term interest of either the telephone 
industry or the nation. We should all be tr3ring to nurture and encourage the devel- 
opment and use of new technology. It is only through past innovation and develop- 
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ment that it has been possible to bring high quality affordable telephone service 
into the reach of nearly everyone in this country. Tlie future of universcd service 
depends on continued advancements. Attempts to repress progress are doomed to 
failure. 

If the proposed tax on by-pass systems doesn't work, the local companies will be 
faced with huge uncompensated costs which will threaten their viability and the 
future of our nation's telecommunications system. If I am wrong, and this tax on by- 
pass does work, the size of the charge would not only effectively halt by-pass, but 
would hinder the development of new systems which could be used by both local 
telephone companies and other carriers to provide more cost efficient access in the 
future. The risks attendant to this approach are just too great to chance. 

The impetus for, and the goal of the legislative propo8£ds is a perceived need to 
protect universal service during this time of change in the industry. This was also a 
goal of the FCC's five year effort to find a viable solution to the access charge prob- 
lem. As the lengthy FCC proceeding demonstrates, the subject of access charges is a 
very complex matter requiring extensive analysis of the many changes currently 
taking place in the industry, and the competing objectives of the various interested 
parties. The wrong solution, such as those contained in the proposed bills, could 
have long term devastating effects, ultimately destroying the univers€dly available 
and affordable system that now exists. 

Under the FCC plan, end-user access charges will rise, and long distance rates are 
expected to decrease. Onlv the subscriber who mcd^es few or no toll calls will see an 
increase in his overall bill. The FCC has stated its intention to monitor the effects of 
its access charge plan on universcd service, and to make any changes which mav be 
required if it appears that the imposition of end-user charges are forcing subscribers 
to forego service. 

If indeed access charges do endanger univers£d service in any way, it is only those 
who truly cannot afford telephone service that are at risk. Protection for these cus- 
tomers is needed. In this regard. New York Telephone shortly will propose to the 
New York Public Service Commission a lifeline service. This service is directly tar- 
geted to the needy. To the maximum extent practical, it will shield the poor from 
price increases due to the access charge transition. To assure that only those in 
need are permitted to purchase this service, we will propose to the Commission a 
certification plan. Only those who are certified by a social agency as being needy 
may obtain this service. Thus an independent agency, not the telephone company 
will determine eligibility. This will avoid the problems of some customers subsidiz- 
ing those who do not need a subsidy, such as the wealthy residential customer, those 
with second homes, etc. 

We believe this plan is an appropriate response to the concerns about universal 
service. Other versions of lifeline service may be appropriate elsewhere, but we be- 
lieve this plan is well suited to conditions in New York. No one need be denied serv- 
ice. At the same time, most customers will pay for the costs of the service they buy. 
We firmly believe that customers should get what they pay for, and it is not inap- 
propriate that they be expected to pay for what they get. And, very importantly, the 
resulting costs of providing a subsidy to lifeline service will be kept in a range 
where they do not seriously impact our ability to do business, or threaten the future 
of the nation's telephone system. I believe a similiar FCC plan would be appropriate 
and could be accomplished within the parameters of the access charge plan adopted 
earlier this year. I suggest that Congress direct the FCC to develop such a lifeline 
access charge plan targeted to help the needy. I would be happy to work with both 
this Committee and the FCC to develop such a plan. 

In the meantime, I urge you to leave intact the FCC plan. This plan, unlike the 
recent legislative proposals, provides the local telephone companies the means to re- 
cover the costs of providing access for long distance service and, to the maximum 
extent possible, ensures the future universal availability of qucdity telephone serv- 
ice. Any hurried attempt to change that plan at this late hour imposes mcgor risks 
on the future viability of the local telephone compcuiies and our nation's exceUent 
telecommimications network. The r^ulatory framework that has existed for almost 
50 years has served this country well-— it has produced the best telephone system in 
the world with service rates that virtually everyone can afford. Given the chance, I 
am confident that the current system will continue to work and satisfy the legisla- 
tive mandate of imiversal affordable service. Congress, of course, should continue its 
legislative oversight function. The wise approach is to implement the FCCs plan 
that so many of us worked so long to develop; see how that plan works; and then; 
only if necessary, require those changes necessary to assure the continuation of uni- 
veracd service as it exists today. 

Thank you. 
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Chairman Packwood. Thank you. 

Mr. Andrew Smith. Mr. Chairman, in the following order: Ray 
Smith, president of Bell of Pennsylvania, will discuss recommenda- 
tions or principles to guide development of legislation; and then 
Don Guinn, the chairman of Pacific Telephone, will discuss the 
general topics of competition, bypass, and local exchange franchise 
serving area considerations; following Don, Orm Wade, president of 
Illinois Bell, will discuss the issues of provider of last resort and 
fully separate subsidiaries; and then finally, John Hayes, vice 
president of Southwestern Bell, will discuss the topic of bypass. 

Ray. 

Mr. Raymond Smith. Thank you, Mr. Chairman. 

As the president of two telephone companies, I am also very wor- 
ried about universal service. But I agree with my colleagues that 
the msgor threat to universal service is bypass of the local ex- 
change and the resulting abandonment of investment and lost sub- 
sidy, not a customer access line charge. 

Therefore, the solution to universal service problems is not to es- 
tablish economic incentives to encourage bypass, but to provide 
low-cost options for all our customers. This method works and I 
have seen it. 

In terms of bypass, less than 3 percent of our customers consti- 
tute 50 percent of the revenues and all of the profit. Just 200 cus- 
tomers make up half of the business income. And because of the 
current long distance subsidies, businesses are now la3dng plans to 
build separate networks which circumvent the exchange compa- 
nies. 

The rooftops of buildings are covered with microwave dishes and 
bypass is under way. If someone says that bypass is exaggerated, 
ask them about the "Washington Post," the Commonwealth of Vir- 
ginia, Warner-Amex, Westinghouse, the AP, UPI, the Federal Gov- 
ernment, or teleporte in 16 of our largest cities. If we lost the rev- 
enues in Pennsylvania from just our top 100 customers, we would 
have to raise residential exchange rates by $4 a month. 

The worst possible system is the one tnat we have now. It en- 
courages bjrpass and it allocates costs unfairly. The FCC order 
would have improved that substantially. Yesterday they changed 
the order and it will require further study. Disadvantaging of the 
local company Centrex offerings, for example, is a major defect and 
must be corrected. Still, the original FCC approach was sound. 

In terms of the bills before these committees, a few points: 

First of all, if carriers and bypassers are to pay the costs, as some 
bills suggest, there must be a foolproof method to, as you, Senator 
PackwoSd, said, bring them into the system or charge them when 
they go off. This will require great fortitude on your part. Thou- 
sands of private systems have already been built. Congress, with a 
stroke of the pen, would be devaluing those investments. We will in 
effect as telephone companies be billing those people for services 
that we do not provide them, for services they do not want and 
they do not need. 

However, if that is the intent of Congress, the following must be 
a part of any such solution: First, a specific method of identifying 
bypassers. Unless the exchange companies can identify them, they 
cannot bill them. Corporations, carriers, governments, and aU 
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other organizations will capitalize on any ambiguity to avoid the 
charges. 

Second, a specific method of measuring bypass. Here again, the 
residential customer will pay the price of ambiguity. 

Third, many of these b3rpassers will come to Congress for exemp- 
tions and they will be worthy objects of relief. But for the S3rstem to 
work, there must be a policy of no exceptions. If exceptions and ap- 
peals are permitted, the exceptions will quickly become the rule, 
and certainly governments, churches, newspapers, hard-pressed in- 
dustries, wire services, social agencies, et cetera, will seek to avoid 
the charges. If exceptions are made, the local residential customer 
will pay for them. 

Fourth, even if Congress can hold the line on exceptions, there 
will be a tremendous enforcement problem. The proposed fines are 
clearly inadequate. Those large users would pay them and then 
b3rpass, again the residential customer pa3dng double or triple 
freight. 

Fifth, assuming the problem of enforcement can be overcome, the 
difficulties of administration and fairness will still be substantial. 
Nationwide averaging will cause poverty-stricken residents of 
Newark to pay the telephone bills of millionaire ranchers out 
West. A new Federal bureaucracy will have to be created, imposing 
more rules and regulations on local companies, and unemployed 
steel workers in Pittsburg will be subsidizing Florida telephones. 
Certainly that person's $200 heating bills are not being subsidized 
by Floridians. 

These are sticky problems that must be dealt with if the system 
is to work. It is a very challenging legislative checklist. With all 
due respect, I do not believe the pending bills calling for massive 
artificial subsidies solve the problems. 

At the end of the line, though, even if all of these problems can 
be solved in the short run, the telephone companies will be artifi- 
cially sheltered from the economics of the free market. We will sur- 
vive by legislative fiat rather than as the result of inherent costs 
and the value of our services. What Congress decrees, it can re- 
scind or amend. 

In my view, the telephone companies should make their own way 
in commercial life. Their customers should pay for the facilities 
they use, and low-cost options that the FCC and some of our col- 
leagues propose are the solutions to any universal service concerns. 
The FCC has produced a solution that needs some improvements, 
to be sure, but not abandonment. 

Thank you very much. 

Mr. GuiNN. Chairman Packwood, I am Don Guinn, and so you 
will know the frame of reference of my remarks, I would remind 
you that I am chairman and chief executive officer of Pacific Tele- 
phone. 

I appreciate the opportunity to participate in these joint hear- 
ings. I believe that telecommunications service is the glue that 
holds our society together. 

The bills being considered in Congress address the preservation 
of imiversal service and certainly deserve very, very, very carefiil 
consideration. Universally available and affordable telephone serv- 
ice has historically been a fundamental goal of my company. We do 
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not intend to abandon it. It will not be a relic of the changing 
times. 

We agree with those in this hearing that have stated that the 
preservation of universal service requires some form of focused, 
lifeline subsidized service for the truly needy. We have provided 
lifeline service in our operating territory since 1968, and our rate 
plans for 1984 and beyond include the provision of a low-cost life- 
line service for the truly needy. 

At the same time, we do not believe that all residential users of 
telephone service need to be heavily subsidized. Most people can 
clearly pay a reasonable cost for local telephone service. I think we 
need to be discrete in who we try to protect as we preserve univer- 
sal telephone service. 

We believe the proper approach is to have an array of services. 
With a standard measured service, the service that most people 
would subscribe to. Have a lifeline service available for those who 
cannot afford standard measured service. And, to have a premium 
service which would be a one-party, free local calling service — that 
over time would not be subsidized — for those people who wish to 
purchase it. That way customers would have a full array of serv- 
ices to choose from that meet their individual needs. 

We have filed rates according to that plan in our jurisdictions. 

BYPASS 

Some people would have you believe that bypass is something 
that is going to happen in the future, that it is not now a threat. 
B3rpass is a threat, and it is not a future threat. It is here now and 
it is growing. 

We recently employed the firm of Touche, Ross — and we will in- 
clude their study in the record^ — to study some 186 of our largest 
customers. What they found is, of these 186 customers, one-quarter 
b3rpasses today and one-quarter plan to b3rpass us in the near 
future. What they also found is that nearly two-thirds of the b3rpass 
facilities have been constructed since 1980, which is a measure of 
how fast bypass is growing. 

In addition, here is another way of looking at bypass; 1 percent 
of our customer locations produce 33 percent of our message toll 
business revenue; and 1 percent produces 33 percent of the busi- 
ness toll revenue. If we were to lose that revenue, local rates would 
have to go up about $9 a month. 

All of these customers tend to be concentrated in downtown 
urban areas. We have studied these customers and our studies 
show that for a fraction of what they will pay for access costs they 
could bypass us. In fact, many of them can bypass us for less than 
a penny per message unit, which is what they will pay through the 
carrier into the Universal Service Fund. 

So bypass is here now, it is growing, it is a threat, and it is cer- 
tainly a threat to universal service that needs to be dealt with very 
carefully as you pursue your deliberations on these bills. 

Another area that I think needs careful attention is the local ex- 
change franchise serving area. Congressman Dingell recently point- 



^ The study has been retained in the committee files. 
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ed out that the future of the local telephone distribution sjnstem is 
a crucial concern as we consider the issue of universal service. I 
agree with that completely. 

Fortunately, the California Public Utility Commission has recog- 
nized that concern and have held extensive public hearings on the 
issue of the local exchange franchise serving area, and whether or 
not intra-LATA competition should be permitted. I have argued 
before that forum that intra-LATA competition is contrary to the 
preservation of universal service. I would like to explain briefly 
why I have taken that position. 

Today in California, Pacific Telephone realizes $700 million of 
subsidy from intra-LATA toll calls — not inter-LATA but intra- 
LATA — $700 million of subsidy. If competition is allowed into the 
LATA's and that subsidy is eroded, local rates in California would 
have to go up by an additional $8 a month beyond anything that 
has thus far been talked about in this forum today. 

Also, that is probably not the worst effect of permitting intra- 
LATA competition. We would have to have rate deaveraging. 
Today we have averaged prices across the State. With rate deaver- 
aging, prices would be driven to costs by competitive markets, and 
rates for local service would not go from $7 — as they are today — ^to 
$29, which is our statewide average costs, but in Modesto they 
would go to $35; which is what basic service cost there. In Eureka 
they would go to our cost of $49, and in Baker, a small town near 
Palm Springs, they would go to $82. 

The next thing that would happen is that the $23 that we now 
charge for local service connection would go to its cost of $145. 
Next we would have deaveraging by toll routes. 

Unless the intra-LATA franchise service area is maintained, we 
are not going to be able to retain average pricing. We will not be 
able to avoid the increases I described, and as a result universal 
service to our suburban communities will be seriously threatened. 

I would like to thank you for inviting me. As I said when I 
began. Pacific is committed to universal service and we stand ready 
to work with these two committees, with the Congress, with our 
regulators, and with others in the industry to preserve universal 
service. 

[The statement follows:] 

SrATEBiENT OF DONALD E. GUINN ON BeHALF OF PACIFIC TELEPHONE ft TELEGRAPH 

My name is Donald E. Guinn. I am chairman and chief executive officer of the 
Pacific Telephone & Telegraph Ck). 

Let me b^pn by saying that I appreciate the invitation to participate in the hear- 
ing of the Senate Committee on Commerce, Science and Transportation and the 
House Committee on Energy and Commerce. 

I especially welcome the opportunity to comment on the subject of universal serv- 
ice, which seems to be at the heart of these legislative initiatives. Pacific Telephone 
is committed to providing universcd telephone service at affordable prices. 

Universally available and affordable telecommunications service has historically 
been a nugor goal of Pacific Telephone. We have not wavered from that goal in our 
75-year history. And it remains firmly in our rate plans for 1984 and beyond. 

I do not believe that universal service need be a casualty of the changes taking 
place in telecommunications today. But we do need to work together to ensure that 
imiversal service remains the hallmark of our Nation's telecommunications service. 

My comments today will focus on a nimiber of issues crucial to the maintenance 
of universal service in our changing telecommunications environment I want espe- 
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cially to stress the measures we need to take to ensure the continuation of univer- 
sally available, universally affordable telecommunications. 

I define universal service as being connected to the network. That includes the 
dial tone necessary to place a call, the ability to receive an unlimited number of 
calls, prompt access to the operator, and 911 emergency services. 

I'd like to take a minute to describe how Pacific Telephone has achieved its goal 
of universal service, and how we propose to maintain that goal in the new environ- 
ment. 

More than 94 percent of the households in California and Nevada have telephone 
service. Pacific — working with the California and Nevada Commissions — has 
achieved that goal by providing low priced basic telephone service to all subscribers. 
This tradition has not been and will not be abandoned. 

It is important to keep in mind that the maintenance of universal service does not 
require that all local service be heavily subsidized. The great preponderance of cus- 
tomers can readily afford Standard Measured Service at the levels we have pro- 
posed — including appropriate state and interstate access charges. This type of serv- 
ice is a clear, economic bargain, as compared to other relative values. To preserve 
universally affordable telephone service we need to provide a low cost lifeline serv- 
ice that is carefully targeted for the needy. Our plan does that. 

We currently have a rate case under review by the California Public Utilities 
Commission. In it, we proposed rate increases. At the same time we have proposed a 
rate structure that will enable all customers to obtain basic service at reasonable 
rates. 

We have proposed that our Standard Measured service rate be increase from $3.75 
per month to $7.50. Qualif3dng low income customers in exchanges which have 
Measured service will be able to subscribe to our Lifeline service for one-half the 
standard measured service rate, or $3.75. 

We have also recommended that the rate for our premium flat rate telephone 
service — which includes unlimited local calling at no additional charge — be in- 
creased from $7 to $14.25 a month. 

These rates do not include customer access charges which we have filed as $2.10 
for intrastate and which we expect to be approximately $3.30 for interstate — except 
for Lifeline service which would have no intrastate and only a $1.00 interstate 
access charge. 

In sunmiary then, our proposed residence charges are: 





As filed 

with the 

CPUC 


Access charges 


Total 




Intra Inter* 


LifeUne 


$3.75 


$1.00 

$2.10 3.30 

2.10 3.30 


$4.75 




7.50 


12.90 




14.25 


19.65 









* Tentative prices subject to further study. 

Despite the presence of low cost options, we expect the majority of our subscrib- 
ers — more than 75 percent in fact— to pay the higher rate for premium service be- 
cause of the substantial value they attach to telephone service with unlimited local 
usage. But even at that higher rate, we'll be charging substantially less than it costs 
us to provide premium local service. 

Since 1968, Pacific has offered Lifeline to its California customers, providing basic 
service to those with minimal local calling requirements. This measured service of- 
fering is available to more than 75 percent of our customers. 

To ensure even wider availability of affordable telephone service to qualified low 
income people, we have proposed expanding our Lifeline offering to unmeasured ex- 
changes at rates to exceed half the proposed charge for flat rate service with the 
same local usage availability. In these exchanges, where measured Lifeline service 
is not available, the increase for qualified Lifeline customers over current Hat rate 
prices would be less than 50 cents. We believe these proposals will ensure that all of 
our residential customers have reasonably priced options available to them. 

While we're proposing a substantial increase for premium service, we have to re- 
member that Iwusic rates in Pacific have been increased only moderately over the 
past 30 years. 

For example. Pacific's premium flat rate service, which today is priced at $7 per 
month, was priced at $4.75 in 1950. If our price had increased at the same rate as 
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the Consumer Price Index (CPI), we would now be changing weD over $20 per 
month for this service. 

But what we provide to that person for $7 per month costs us on a statewide aver- 
age about $29. That's more than four times what we charge today. 

Univers£d service has made an incalculable contribution to the social, economic 
and political well-being of this nation. Pacific believes in universal service. As you 
address this issue, I pledge that we will work with you in a spirit of cooperation and 
mutual concern to help design alternatives. But we must proceed with caution as we 
examine alternative ways to reach our common goal. Hastily made decisions, or the 
rejection of a workable mechanism like the access charge plan outlined in Docket 
78-72, could damage the very goals we're trying to attain. 

With this mind, I want to discuss a number of issues which touch closely on uni- 
versal service. 

THE FCC ACCESS CHARGE ORDER 

The FCC's access charge order in Docket 78-72 provides guidelines for the estab- 
lishment of access charges. These charges are designed to replace the subsidies local 
exchange service has received from long distance. 

The order requires that a significant portion of end user non-traffic sensitive 
(NTS) access costs be shifted from long distance carriers to local customers. 

Pacific supports the provisions of 78-72 because we believe it is the best proposal 
advanced so far and provides a reasonable balance between the needs of local cus- 
tomers, exchange carriers, and interexchange carriers. As long as a subsidized Life- 
line service is available, we believe that the orderly shift of end user NTS access 
line revenue requirements to the customer through a flat rate chaise will have a 
minimal effect on univers£d service. It will also provide necessary and realistic safe- 
guards against bypass. 

While the FCXJ guidelines are a msgor step toward these goals, I believe that low 
income customers need some special treatment to insure they remain on the net- 
work. 

Consequently, in our California access charge filing of June 30, 1983, Pacific pro- 
posed that no state access charges be included in Lifeline rates. In addition Pacific 
plans to petition the FCC to waive the portion of its order which requires a mini- 
mum $2 per month interstate access charge for each residential customer. If this 
request is approved. Pacific's Lifeline rate will be only $4.75 a month, including a $1 
interstate access charge, but no intrastate access charge. 

The competitive environment in which we do business today will allow us to pre- 
serve universal service only by reaching a difficult balance between the ability of 
low-income customers to pay, and the economic incentive for large customer to 
bypass Pacific's network. 

Any modification of the FCC order, or any legislative action to override its provi- 
sions, must provide realistic protection against oypass. The protection should be at 
least equal to, or preferably greater than, what has been provided by the FCC and it 
must be sustainable over tmie. 

Any modification or override must also be adminstratively prudent. That is, it 
must regulatory agencies and local exchange companies with the flexibility to re- 

rnd quickly when universal service is threatened by developments within the in- 
itry. 
As I have said. Pacific supports the provisions of the FCC Order in Docket 78-72 
as the best solution offered to date. At the same time we stand ready to work with 
you to design provisions which will strengthen univers£d service, prevent bypass and 
insure the viability of the local exchange companies. This is a complex undertcddng 
that needs to be carefully considered. 

UNIVERSAL SERVICE MECHANISM 

Keeping local rates affordable is the key to preserving univers£d service. I believe 
it is possible to set prices which simult£uieously meet universal service objectives 
and protect the revenues of the local exchange companies. Some of the prmciples 
tibat should guide this mechanism are: 

Prices should not provide an incentive to bypass. — If the price burden on heayv 
users of long distance significantly exceeds the cost of other alternatives, they will 
bypass our network. The revenues lost from bypass will cause local service rates to 
increase, putting additional rate pressure on those customers which remain on the 
network. This in turn will cause more customers to leave the network, the fixed 
costs remain and additional increases would be required . . . thus creating a vicious 
cycle. 



Digitized by 



Google 



193 

The irony is this: If we unduly burden heavy users in order to protect customers' 
basic sevice needs, we will ultimately cause higher prices for those customers we 
wish to protect. 

Our goal, therefore, must be balancing the cost burden between heavy and basic 
users so as to keep long term prices at the lowest possible levels for all. 

Bypassers should help support the cost of local service. — The importance of bypass 
is demonstrated by the proposed language included in H.R. 3522, which would pro- 
hibit bypass. 

"In the adminstration of this act, the commission shall issue such rules and regu- 
lations as may be necessary to assure that all telecommunications services provided 
by an interexchange carrier certified by the commisson shall originate and termi- 
nate over the facilities of a local exchange common carrier''. 

Bypass is a critical issue that is further emphasized as a result of the concentra- 
tion of long dist£uice usage. For example, 1 percent of Pacific's business locations 
generate approximately one-third of all business long distance revenues. 

K bypass is to be permitted, it is appropriate to require those who bypass the net- 
work to assist in the cost recovery of local exchange service. 

However, such a subsidy must be administratively feasible. Rel3dng heavily on by- 
passers for revenue will prove extremely risky unless a viable plan can be devel- 
oped. We need to be certain that any alternatives provide equal or better bypass 
protection than that provided in the FXX Order. 

We should provide a targeted lifeline rate. — Affordable service means different 
things to different people. Obviously, a person's income level has a lot to do with 
how one defines it. 

As a general rule, I believe local telephone service in our operating territory is an 
economic bargain and most people can afford it. 

Our commitment to universal service means we must be concerned with those rel- 
atively few customers who simply cannot afford to pay the full cost of basic local 
service. 

In California, Pacific has filed a Lifeline rate that protects customers most vulner- 
able to price increases. But if we're to keep the rate low — $4.75 a month — we believe 
it is necessary to target Lifeline service to those for whom it is solely intended — low 
income customers. 

UNIVERSAL SERVICE FUND 

We are in support of the Universfd Service Fund concept. As the price of local 
service moves toward cost, we're concerned about areas where the cost of providing 
service is well above the national average. 

Federal and state commissions have formed a joint board to devise plans for keep- 
ing rates in high cost areas affordable. Out of those efforts have come a proposal 
which I believe provides a workable solution to that problem. 

Briefly, the proposal provides a subsidy to areas where costs exceed 115 percent of 
the national average. This subsidy is paid for by a national surcharge on calls made 
through the interexchange carriers such as AT&T, MCI, and Sprint. 

This plan is designed to keep service affordable in high cost areas without unrea- 
sonably burdening customers which provide the subsidy. 

As I have previously stated it is important that this mechanism be designed to 
minimize any incentive to bypass. 

COMPETITION WITHIN THE LOCAL EXCHANGE 

If we are to maintain universal service, we must pay careful attention to the ques- 
tion of competition within the LATAs, or Local Access and Transport Areas. 

The LATA concept called for in the Consent Decree and approved by Judge 
Greene provides a common, consistent approach to defining the local exchange com- 
pany's operating territory. 

With respect to that operating territory, I testified before the California Commis- 
sion — and continue to maintain — that intraLATA competition in local markets will 
undermine our goal of preserving affordable, universal service. 

I'll illustrate my point with figures I presented to the California Commission. 
Today, local service in California receives a subsidy from intraLATA long distance 
of $700 million a year. For every $85 million of this revenue we lose to competition, 
local rates must increase $1 per month. 

That's why competition within the LATAs would inevitably drive rates to cost. 
We would lose the ability to maintain a subsidy to basic service. Based on the cur- 
rent annual subsidy of $700 million, the effect on our customers would be an addi- 
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tional increase in the basic rate of about $8.00 per month. I do not believe that 
there are any offsetting benefits to be gained from intraLATA competition. 

There is an even more significant problem — the impact of competition on rate 
averaging. Deaveraged local rates — caused by intraLATA competition— would dra- 
matically impact a sizable number of customers. As an excunple, let me cite the 
costs of providing service in some California cities. The cost in San Francisco is $26 
but escalates dramatically as we move away from urban centers. Modesto, for exam- 
ple, is $35. Yeka, $49. And Bcd^er, in the Southern California desert, is $82. An in- 
traLATA franchised serving area must be maintained if we are to sustain average 
pricing and avoid the increases described above. 

STATE-FEDERAL JURISDICTION 

I would like to comment briefly on some of the jurisdictional issues which have 
come before you. 

The first of these is depreciation. 

Quite simply, I believe that state commissions should have the authority to estab- 
lish depreciation rates for equipment used to provide service within their states. 
However, I also believe that some federal guidelines are necessary to ensure that 
states authorize adequate capital recovery. Let me explain why. 

Accelerating competitive and technological developments are drastically shorten- 
ing the projected life of Pacific's plant. Capital recovery must be adjusted to recog- 
nize these market place realities because adequate capital recovery is critical to our 
financial viability. 

On a true straight line depreciation basis, Pacific should have recovered twice the 
amount of its invested capital repaid to date * * * approximately 40 percent in- 
stead of the 18 percent actually recovered. The low level of recovery results from 
depreciation methodologies founded in the monopoly era which reflect slower tech- 
nological changes and which are seriously out-of-date today. 

If we adjust for differing ages of plant assets, other information services compa- 
nies have recovered 40 percent or more of their invested capital. To be competitive 
and efficient Paciflc must be treated like the rest of the industry. 

Paciflc needs depreciation schedules which match capital recovery to the new tele- 
communications marketplace and advancing technology so the rate payer of the 
future will not be burdened with costs that should be p£ud today. We would welcome 
the opportunity to participate in the development of any guidelines related to depre- 
ciation. 

The second jurisdictional issue is whether or not there should be a Carrier of Last 
Resort. I do not believe that California and Nevada need a ''carrier of last resort" to 
provide a telephone instrument and basic wiring. 

I say that because telephones are widely available throughout the areas we serve, 
and are also available through mail order catalogs. Prices for basic telephones are 
very low. And people who wish to do so can install inside wiring themselves or con- 
tract to have it installed. 

However, I believe that it is appropriate for state commissions (as opposed to fed- 
eral) to have the authority to decide whether or not exchange carriers should pro- 
vide and maintain a single telephone and the associated inside wiring, if requested 
by the customer. Any such program should provide that the costs for these services 
be fully recovered by the prices charged for them. We believe it is appropriate for us 
to work with the California and Nevada commissions to resolve the "carrier of last 
resort" issue. 

CATV— 8. 66 

Td also like to point out our strong opposition to the provisions of S. 66 which 
would deregulate CATV providers, allowing them entry into telecommunication 
markets while we remain unable to compete effectively. In other proceedings we 
have argued that: 

Pacific's current pricing structure is burdened with subsidies that would make im- 
mediate repricing to meet competition difficult, if not impossible. 

The threat to universal service is real when revenue used to subsidize basic tele- 
phone service is eroded by unregulated competition. 

While CATV is allowed to compete, it is not required to offer universal service, 
nor to provide any subsidies. Further, the CATV industry would be allowed to set 
its rates without any administrative review to protect the public interest. 

This can have only one effect. We will lose to these firms highly profitable, heav- 
ily used routes which we rely on today to subsidize basic service. That's why I be- 
lieve such legislation is not consistent with our universcd service objectives. 
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BYPASS 



Bypass is not just a future threat; it is a serious current reality. 

A study conducted for Pacific by Touche, Ross in June, 1983 sought to guage the 
impact of bypass on our 186 largest customers. The survey concluded that: one- 
fourth bypass today; one-fourth plan to bypass in the next three years; one-fourth 
are undecided about bypass; and one-fourth will not bypass, have not decided what 
to do, or did not respond. 

Customers b3rpass the local network in two ways— either by building their own 
network, or by directly connecting to an interexchange carrier's network. 

There are over 4,300 private microwave channels operating in California. 

Also, of the 675 satellite earth stations in California, about 250 are used for tele- 
communications. None of these belongs to Pacific, and one belongs to AT&T. 

Today we have no data on the extent of interexchange carrier bjrpass in Califor- 
nia. But we do know that Pacific provides about 58,000 dedicated access facilities to 
connect customers with interexchange carriers. Customers with these facilities, as 
well as those who use WATS and 800 services, are prime candidates for bypass. 

Another bypass threat is the teleport, a hybrid of private and interexchange carri- 
er bypass. A California developer recently announced its intention to build such a 
facility in the San Francisco Bay Area. It will contain six satellite earth stations, 
and be linked by fiber optic trunks to San Francisco and Oakland. 

Crucial to the question of bypass is the price our customers pay. Any usage price 
which reflects non-traffic sensitive costs places an uneconomic burden on them. The 
greater that burden, the greater the incentive for them to leave the local network. 

This is particularly true for our largest customers, who are concentrated in down- 
town areas. Our studies show that many of these customers could build their own 
bypass system at a fraction of the proposed access charges. 

Should they leave, we will have no alternative but to recover the remaining costs 
from our residence and smaller business customers. This would be a significant 
threat to universal service. 

PROCUREMENT 

One issue particularly onerous that has been discussed in pending legislation con- 
cerns procurement. Specifically, the proposed legislation requires that within three 
years of their divestiture, the operating companies must purchase at least 8 percent 
of their requirements in any product category from manufacturers unaffiliated with 
a dominant carrier. This percentage woud increase annually until operating compa- 
nies procure 30 percent of their requirements from unaffiliated manufacturers. 

These provisions seem unreasonable and will work to the deteriment of the oper- 
ating companies and their rate payers. Pacific plans to buy large quantities of 
equipment and supplies from a wide variety of companies. We believe the other 
BOC^s will as well. 

Legislative attempts to force-feed competitors into markets are unnecessary and 
will place operating companies at a disadvantage in negotiations. 

CONCLUSION 

Let me conclude by reiterating my confidence that universal telephone service 
need not become a relic in today's telecommunications environment. 

We have given this subject our highest priority in California and Nevada. We 
have t£iken positive actions before the California and Nevada Commissions to pre- 
serve it. We intend to do likewise before the FCC. And we have pledged ourselves to 
assist you in your deliberations in any way we can. It is a critical issue. Critical to 
you, critical to us, but, most importantly, critical to our customers, who depend on 
univers£d telephone service for their welfare and their livelihood. 

At the same time, as we pursue that goal we must proceed cautiously. Universal 
service is a complex issue — easy to advocate, but difficult to implement. The tele- 
communications industry is evolving rapidly. B3rpass is here today and is a serious 
threat to the exchange companies for the future. We cannot assume that we know 
all the changes that could affect our ability to provide universal service. A funda- 
mental requirement of any universal service proposal is that the local exchange 
companies and the regulatory agencies are afforded the flexibility they need to re- 
spond to changes as they occur in the telecommunications environment. 

Thank you again for this opportunity to testify at this hearing. I can only say 
once again that Pacific Telephone is committed to universal telephone service and 
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8t£uids ready to work with you, with our regulatory agencies, and with others in the 
industry to preserve it. 

Chairman Packwood. Thank you. 

Mr. Wade. Chairman Packwood, members of the committee, I too 
appreciate the opportunity to appear before you today as we ad- 
dress these matters. They are really of great significance to our in- 
dustry. 

Illinois Bell is one of the five soon-to-be-divested telephone com- 

Eanies in the Midwest which will become a part of the regional 
olding company known as Ameritech, American Information 
Technologies Corp. 

Competition and deregulation in telecommunications have 
reached the stage where it is appropriate to take stock. The plan of 
reorganization and for divestiture of the Bell operating companies 
is clearly very far along. The FCC and State regulators have taken 
steps to adapt the regulatory framework to the forces of competi- 
tion. 

Today, we are considering bills intended, at least in part, to pre- 
serve universal service, a goal that I strongly support. Our review, 
however, suggests that permanent solutions are being fashioned 
before the nature of the problems to be solved is clear. 

In my brief presentation, I will address two topics: The concept of 
provider-of-last-resort, and separated subsidiary requirements for 
the Bell operating companies. While these are significant matters, 
I must emphasize that the questions of universal telephone service 
and access charges are of paramount and transcending importcmce 
in the legislative proposals that you have before you. Those issues 
are dealt with in a separate written statement which I have filed 
on behalf of Ameritech. 

The concept of provider-of-last-resort, as contained in H.R. 3621, 
is that the local telephone company may be required to provide a 
basic telephone instrument and associated inside wiring on a tariff 
basis. The intention is understandable. 

The difficulty is singling out unnecessarily and burdening, again 
unnecessarily, a single supplier in a highly competitive market. 
That result is antithetical to the development of a competitive mar- 
ketplace. It is at odds with the objectives of deregulating competi- 
tive markets. 

Most of all, however, the provisions are unnecessary. Today, one 
can obtain from any number of retail outlets or mail-order houses 
a telephone instrument for less than $20; as Congressman Markey 
observed a little earlier, $10 in this morning's paper. Wiring and 
jacks are equally available. 

In short, I do not believe that the problem sought to be resolved 
by the provider-of-last-resort feature actually exists. 

However, if Congress believes that a problem may exist in some 
specific areas over the next few years, the provider-of-last-resort 
concept should be tailored to that limited situation, and any such 
provision should be limited to areas and time periods where com- 
petitive alternatives do not exist and should mandate that charges 
for any equipment or inside wire established by the State commis- 
sions be fully compensatory, including the cost of maintenance. 

Under existing FCC rules, this could be accomplished simply by 
removing from the Bell operating companies the requirement that 
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they provide terminal equipment through a separate subsidiary. 
The FCC rules already permit States to compel non-Bell companies 
to provide such equipment on a provider-of-last-resort basis where 
competitive alternatives are not readily available. 

Moving to the subject of separated subsidiaries, the various pro- 
posals would in my judgment make it more difficult to provide 
equipment to our customers. Neither S. 1660 nor H.R. 3621 pro- 
poses that a separate subsidiary be required in order for a Bell 
company to provide telephone equipment to its customers. Several 
other bills introduced in this session do, however, propose just that. 

Legislatively imposing these requirements is unwarranted and 
unwise. After careful review of the extensive record on competitive 
markets in terminal equipment. Judge Greene in his opinion ap- 
proving the divestiture declined to impose a separate subsidiary re- 
quirement on the divested Bell companies. 

TTie FCC is considering whether its existing separate subsidiary 
requirements should apply to the divested companies. The Bell op- 
erating companies' comments in that proceeding detail the reasons 
that this is unnecessary; it is a cost burden and is unsound policy. 

Legislation requiring a separate subsidiary would surely not be 
beneficial to our customers. If anything, such legislation would 
help our prospective competitors. In summary, separate subsidiar- 
ies for the Bell operating companies should not be legislated. How 
to organize most efficiently should be left as a business decision for 
each company to make. 

Thank you. 

[The statement follows:] 

Statement op Ormand J. Wade, President op Illinois Bell Telephone Co., on 

Behalp op Ameritech 

My name is Ormand J. Wade. I am President of the Illinois Bell Telephone Com- 
pany. I appreciate the opportunity to comment on the proposed "universal service'* 
le^lation. ^ 

Illinois Bell is one of the five soon-to-be-divested telephone companies in the mid- 
west which will become a part of the Regional Holding Company known as Ameri- 
tech (American Information Technologies Corp.). The other members of the Ameri- 
tech family will be Indiana Bell Telephone Company, Michigan Bell Telephone Com- 
pany, The Ohio Bell Telephone Company and Wisconsin Telephone Company. 

INTRODUCTION AND SUMMARY 

In reviewing the bills, we approached each proposal from the perspective and in 
the spirit that prompted its introduction — achieving a competitive telecommunica- 
tions marketplace without sacrificing universally afrordable basic residential serv- 
ice. Our analysis, however, reveals that adoption of the key provisions would not 
advance open competition or univers£d service. Indeed, both objectives would be 
compromised to the ultimate detriment of the residential ratepayer. 

The universal service objective, — A principal feature common to most of the bills is 
to: (a) ban fixed end-user charges to recover "interstate" non-traffic sensitive sub- 
scriber line costs and (b) establish a ''universal service fund'' to subsidize basic tele- 
phone service in so-called "high cost" and rural areas. The combination, as pro- 
posed, would not achieve the univers£d service goal. To illustrate: the urban poor in 
msgor Northern and Eastern cities would receive little benefit, while vacation home- 
owners in Florida and ranchers in the Southwest would enjoy highly subsidized tele- 
phone service. 

This result is indicative of the problems underl)ring the universal servide fund 
provisions. The provisions begin on a false premise — affordable basic telephone serv- 



* The Senate bills include S. 1660, S. 1382, S. 1626, and S. 1667. The House bills include H.R. 
3621, H.R. 3440, H.R. 3602, H.R. 3522, H.R. 3366, H.R. 3365, and H.R. 3364. 
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ice is in immediate jeopardy. They reflect an erroneous assumption that recent FCC 
decisions fail to assure continued availability of universally affordable basic service. 

Finally, the proposed solutions stray wide of the objective. The proposed subsidies 
would not be targeted to assist those who, if required to pay the fuU cost, could not 
afford basic telephone service. Most of the proposed bills— like existing mecha- 
nisms — would perpetuate unnecessarily large subsidy pools and, then, spread most 
of the subsidy revenue to those who can afrord to pay the cost of their telephone 
service. 

What may be needed— and what can be developed and implemented — is a more 
targeted subsidy mechanism. Unlike existing subsidy proccKiures, more targeted 
relief could advance the goal of universal service without unduly compromising the 
goal of a competitive marketplace. The need today is for further research to explore 
ways to provide necessary subsidies while minimizing the adverse effects on innova- 
tion and competition. Enough time exists to perform that research. The FCC's tran- 
sition plan for access charges, particularly with the modification made on reconsid- 
eration, will continue the flow of billions of dollars in subsidies for at least the next 
several years. 

The phased introduction of flxed end-user charges will provide time to evaluate 
whether, in fact, a universal service problem actually exists. It will provide time to 
explore and implement sound solutions. In contrast, a legislatively mandated uni- 
versal service fund at this juncture is, at best, premature and, at worst, would codify 
a solution which is counterproductive. 

The competitive marketplace objective. — As most of the bills recognize, bypass is a 
reality which must be taken into account. Unfortunately and possibly inevitably, 
the proposed solutions — "availability" charges and "surcharge" schemes — would 
stifle competition and innovation. 

The proposed charges on bypassers would put the FCC in the untenable position 
of being a giant handicapper in the competitive marketplace. Moreover, surcharges 
and availability charges would invite evasion, or development of services designed to 
minimize subsidy payments, and not to minimize economic costs and maximize effi- 
ciencies. 

These provisions, as do others in several bills, conflict with the policy of full and 
fair competition. Tliat policy, which Ameritech endorses for all markets, precludes 
imposing by regulation or legislation any artificial handicaps on any competitors. 
The same rules must apply evenhandedly to all competitors. 

Presimiably, the objective imderlying the surcharges and availability charges is to 
mitigate existing artificial incentives which promote imeconomic bypass. The intent 
is sound, even though the solution is not. What is puzzling, however, is that several 
bills also contain provisions which inconsistently propose handicaps on the divested 
Bell Operating Compcmies (BOCs) to the significant advantage of their competitors. 

The most troublesome handicap is the proposal which would require each divested 
HOC to market customer premises telephone equipment (CPE) through a fiiUy sepa- 
rated subsidiary, wh ile n o parallel requirement is imposed on the BOC's prospective 
competitors such as ITT, GTE, Northern Telecomm, IBM and Rolm. Those competi- 
tors — imlike a BOC at divestiture — will have a CPE-customer base. Those competi- 
tors — imlike a BOC at divestiture — will also have nationwide marketing capability 
in a nationwide market. 

Judge Greene categorically rejected arguments that he impose a separate subsidi- 
ary requirement on the divested BOCs. He found that inhibiting the BOCs' provi- 
sion of CPE would benefit only the BOCs' competitors, to the detriment of the 
public. For the same reason, legislation proposing a separate subsidiary requirement 
should be rejected. 

Another legislative proposal — the "provider of last resort" provisions — is also in- 
consistent with full and fair competition. But, more important, such a requirement 
is unnecessary. CPE and associated wiring — the items the legislative proposals 
cover — are widely available, even in rural areas. Moreover the FCC Rules already 
authorize state public service commissions to compel the local fi'anchised telephone 
company to provide CPE and wiring where competitive alternatives are not reason- 
ably available. 

THE FCXi'S ACCESS CHARGE PLAN PROVIDES AT THIS TIME THE BEST BALANCE BETWEEN 
THE TWIN GOALS OF UNIVERSAL SERVICE AND A OOBfPETITIVE MARKETPLACE 

The legislative proposals would ban fixed rate end-user charges for recovery of 
"interstate" non-tramc sensitive access costs. The motivating factor for that ban ap- 
pears to be the assumption that the FCC's Access Charge Plan, which calls for phas- 
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ing in fixed rate end-user charges over 6 years, puts affordable basic telephone serv- 
ice in instant jeopardy. That is not the case. 

While the proposed legislative solution is unnecessary from the universal service 
perspective, it would be highly undesirable from the fuU-and-fair competition per- 
spective. The FCC's Access Charge Plan fares better only by comparison. To under- 
stand why requires evaluation of: 

The FCC's Access Charge Plan. The Commission's objective is the siEime as the 
goal underlying proposed universal service legislation — a competitive marketplace 
while retaining universally affordable basic telephone services. 

2. Governing economic principles. The objective of competition is to align rates 
with costs and, thereby, promote efficiency and innovation. The stroke of the legisla- 
tive pen cannot n^ate this competitive force. 

3. Existing subsidy mechanisms. Relatively few pay the subsidy, while many re- 
ceive the benefits. 

4. Bypass alternatives. Many exist because, under existing access cost recovery 
mechanisms, b3rpass alternatives can be priced below the rates charged high volume 
users, even though the local telephone company's costs are less than the b3rpasser's 
costs. 

A fair evaluation shows that, given the realities, the Commission has adopted 
plans and procedures which, if anything, err on the side of attempting to assure uni- 
versally affordable basic telephone service. 

The FCC*8 access charge order 

The FCC, in its Access Charge Order, adopted rules governing both the structure 
and computation of interstate and foreign access charges; that is, the charges that 
interexchange carriers and end users will pay to local telephone companies for the 
origination and termination of interstate and foreign service offerings. 

Concluding that a ''perfect" access charge plan is unattainable at this time (H 121), 
the Commission adopted access charge rules which, it believed, achieve the "best" 
balance of its four access charge goals (HH 26, 88, 364). Those goals are: 

Universal Service (HH 26, 72, 80-84, 363): The "universal service objective" is to 
"avoidQ actions that would cause a significant number of local exchange service sub- 
scribers to cancel that service." (H 80, also H 4). Based on various studies, the FCC 
concluded that its Access Charge Plan would not cause a significant number of sub- 
scribers to terminate their local exchange service (H 134 and Appenix G). 

Network Efficiency (HH 26, 77, 124, 363) and Non-discnminatory Rates (HH 26, 79, 
363): In the long-run, only cost-based rates will lead to efficient utilization of tele- 
communications resources (HH 28-29). Failure to achieve that goal will have adverse 
repercussions not only nationwide, but also worldwide (HH 112-13). 

Prevention of Uneconomic Bypass (HH 26, 78): B3rpass is a growing reality (K 30, 
100, 107 and Appendix F). The Commission rejected using its facility-authorization 
authority to prohibit bypass (HH 30, 110-11, 363). The reality of bypass weighed heav- 
ily against continuing to recover nontraffic sensitive access costs on a usage sensi- 
tive basis (H 107). 

To achieve these goals, the Commission's Access Charge Plan initially divides 
access costs into three major categories, and each of those categories into principal 
subcategories. The three major categories are (1) non-traffic sensitive exchange 
access costs, (2) traffic sensitive exchange costs, and (3) special access facilities. 

TTie "controversial" category, and, the one that the universal legislation is direct- 
ed at, is the non-traffic sensitive category. Initially the Access Plan divides non-traf- 
fic sensitive exchange costs into several subcat^ories. 

The dramatic changes occur in the Common Access Line Charge subcategory. 
Under the Access Charge Plan, as apparently modified on reconsideration. Common 
Access Line Charges are divided between "End User Common Line Charges" and 
"Carrier Common Line Charges." The Plan establishes a formula for determining 
the portion of non-traffic sensitive costs to be allocated to each category. 

The Carrier Common Line Charger element consists of four components: 

Premium Access Charge (K 151-68): Payable by the "AT&T partnership" (H 157 n. 
57). 

Inside Wire Interstate Allocation: Payable by all interexchange carriers on a 
usage basis (K '^^h 149). This component will phase out with the phase out of the 
interstate allocation of inside wire costs (H 141). 

Universal Service Fund: Payments for "high cost" amounts will be made through 
a Univereal Service Fund to be financed by all interexchange carriers on a usage 
basis (H 135). At the direction of the FCC, the Federal-State Joint Board has devel- 
oped and adopted a formula for establishing the size of the fund and the eligibility 
rules. 
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Residual: To the extent that the other three element and fixed end-user charges 
(see below) do not cover interstate non-traffic sensitive subscriber line costs the FXXD 
provides for a residual rate element (H 145). That residual element will be paid on a 
per-minute-of-use basis by all interexchange carriers (HH 147, 149). 

With respect to the End User Common Line Element (Le., a customer access line 
charge), the significcmt feature is the fixed monthly rate which, in 1984, will be $2 
per residential line and $6 per business line. The residential rate will increase only 
$1 per year through 1986. 

The FCC's plan also provides a "life line" option within the End User category 
(1111136-37). 

In 1984, carrier access charges under the FCC Plan will total more than $6 billion. 
That is, more than $6 billion will be available to hold down basic residential tele- 
phone rates. 

End user access charges are fair and equitable 

The non-traffic sensitive subscriber line between a customer's premises and the 
telephone company central office is dedicated to an individual customer. That cost is 
"fixed.'' That is, subscriber line costs do not vary with usage no matter how manv 
or how few calls a subscriber makes, and no matter what types of calls Gocal or toll) 
are made. 

The Universal Service Bills, if enacted, would preclude recovery of any "inter- 
state" non-traffic sensitive costs from end users. That ban, in essence, sa3rs that it is 
unfair and inequitable as a general proposition for each telephone subscriber to pay 
the costs that he imposes on the local telephone compsmy. Congress certainl}r cannot 
subscribe to that proposition, particularly given the realities of competition and 
bypass. 

As a seneral matter, each subscriber should pay the full cost of his service. That 
is sound economics; sound public i>olicy; and, required by the competitive market- 
place. To the extent cost-based pricing genuinely compromises the universal service 
objective for particular individuals, target subsidies might be "fair" and "equitable." 

Little debate exists as to the economically efficient and correct answer for recov- 
ering non-tr£iffic sensitive (NTS) subscriber line costs. Each subscriber should pav a 
fixed rate based on the total cost of the NTS subscriber line over which he makes 
and receives local and toll calls. 

As Professor Kahn points out: "customers impose access costs on the system when 
they are connected to it, regardless of whether they then proceed to place or to re- 
ceive calls." 2 

Given that fact, non-traffic sensitive costs "should be recovered in a lump sum 
charge, or, what comes to the same thing, a fixed monthhr charge." ^ 

Similarly, the Department of Commerce's National Telecommunications and In- 
formation Administration (NTIA) has concluded that each telephone subscriber, not 
the interexchange and exchange carriers, is economically responsible for the total 
cost of the access line dedicated to his service: 

"NTS costs are caused by providing dedicated connections fi*om individual sub- 
scriber locations to a telephone centred office, . . . i.e., . . . the opportunity to access 
a particular network or group of networks, not by actual origination or termination 
of traffic."* 

Therefore, NTIA concluded, each telephone subscriber, not toll users, should pay 
for his access: 

'There is no cost-causative factor which justifies requiring a heavy user of inter- 
exchange services to bear a significcmt part of the cost of NTS plant that is dedi- 
cated to other local subscribers who happen to be light users of interexchange serv- 



ices. 



»» 6 



Even those who endorse some form of subsidy to assure universal service acknowl- 
edge that: 

Because costs of the subscriber line required for access to the network do not 
vary with use, the economicallv efficient solution (in the absence of network exter- 
nahties) is to have each subscrioer pay a fiat charge for the line." * 



'Kahn, "Some Thoughts on Telephone Access Pricing," based on comments delivered at 
"Workshop on Local Access: Strategies for Public Policy," Sept. 14-17, 1982, St. Louis, Mo., and 
published oy National Economic Research Associates, Inc., p. 3. (Kahn). 

« Kahn, Proper Objectives in Telephone Rate Structuring, 97 PubUc Util. Fort. 20, 21 (April 8, 
1976). 

« OC Docket No. 80-286, Reply Comments of NTIA to the Federal-State Joint Board, Sept 16, 
1981,p. 3n.l. 

« "Competition and Cross-Subsidization in the Telephone Industry" (Rand Corp- December 
1982), p. iz (Rand Study). 
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In short, non-traffic sensitive access costs are not ''access costs of interexchange 
carriers/' but are costs of the telephone subscribers. Telephone subscribers are the 
cost causers of non-traffic sensitive access line costs. 

The interstate subsidy is a reality 

Under existing and contemplated Federal-State developed jurisdictional separa- 
tions (cost allocation) procedures, a portion of the non-traffic sensitive cost of every 
subscriber line is allocated to interstate revenue requirements. Recovery of those 
costs is on a per minute of toll usage basis: the more toll use generated by a custom- 
er, the greater the amount of non-traffic sensitive costs he defrays. 

As a result, under exising usage recovery mechanisms, each high volume MTS 
and WATS user pays many times over the total cost of his subscriber line. Tliese 
excess payments by high volume toll users defray a portion of the access line costs 
of subscribers who make no or relatively few toll calls; that is, those subscribers who 
make insufficient toll calls to cover the portion of the access line costs that they 
cause the telephone company to incur, but are recovered today in toll usage charges. 

Relatively few subscribers — business and residence — have sufficient toll volumes 
to cover fully the portion of the cost of their access line allocated to toU. In 1981, 
about 1 percent of the nation's business telephone customer locations accoimted for 
approximately 40 percent of business interstate MTS revenues. About 20 percent of 
the nation's business customers and 30 percent of the residential customers, taken 
together, defrayed more than 80 percent of the $7 billion in non-traffic sensitive sub- 
scriber plant costs allocated to interstate. "^ 

The result is that, today, most subscribers pay total telephone charges which fail 
to cover the total fixed monthly costs incurred by the telephone company in provid- 
ing them a subscriber line. 

The shortage is made up by high volume toll users. That is, the relatively few 
high volume toll users "subsidize" the vast m^ority of residential subscribers and 
many business subscribers. This is not just my opinion. The Rand Corporation, for 
example, in its December 1982 analysis of "Competition and Cross-Subsidization in 
the Telephone Industry," concluded after reviewing available data that: 

"Substantial cross-subsidization occurs under current arrangements for covering 
subscriber line or non-traffic sensitive costs. Those who make few or no interstate 
cfdls generally pay monthly rates below their subscriber line costs. Many residential 
subscribers are in this category .... These users are subsidized by those who rely 
heavily on interstate service." ® 

As the Rand Study suggests, the competitive problem is not the "subsidy" per se. 
Rather, the problem is that the high volume toll users who presently pay the subsi- 
dy now have alternatives available which allow them to "bypass" that subsidy: 

"With existing cross-subsidies, the concentrated business use of interstate service 
enhances the attractiveness of b3rpassing the local network .... Even if only a 
small percentage of business users took advantage of b3rpass technologies, the reduc- 
tion in interstate contributions could force substantial increases in rates for intra- 
state services." ® 

In addition to inviting bypass, two other adverse consequences flow from usage 
recovery of those customer-imposed access costs, according to Kahn. First, because 
"the basic monthly service charge is far too low", customers are encouraged to over- 
subscribe to local service. Second, "the charges for using the long distance network 
are artificially inflated (on the order of 60 percent)." The proof of the latter conse- 
quence is that toll users "contribute to costs that would not be avoided if that usage 
were curtailed." *° 

Existing and proposed subsidies are not targeted to those who, absent assistance, 
could not afford basic service 
The notion that basic service should be "subsidized" generally is of recent origin. 
Prior to 1943, no NTS subscriber line costs were borne by interstate toll users.** 



^ A customer who originates, for example, 1000 minutes of interstate MTS use per month 
(about 45 minutes per business day) pays approximately $140 per month in interstate non-traffic 
sensitive subscriber plant costs. 

• Rand, D. 46. 

• Rand Study, p. 47. 
>o Kahn, p. 3. 

> * Although the 1930 Smith v. Illinois Bell Tel Co. decision, 282 U.S. 133 required interstate 
toll services to bear a portion of common use local facilities, it was a commonly held view in the 
late 1930's that § 2210t>) of the Communications Act overturned that requirement. 
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The original allocation of NTS subscriber line costs to interstate revenue require- 
ments was designed to permit all subscribers to "share'' savings occasioned by tech- 
nological advances applicable to interexchange services. That same motivation pro- 
moted jurisdictional separations revisions in the 1950's and 1960's. 

No effort was made to assure that low income individuals benefited from those 
reductions in intrastate revenue requirements. The reason was obvious: those separ 
rations shifts, each of which occurred in the era prior to competition, were not 
viewed as necessary subsidies. 

This is not to say that the need for subsidies was not recognized. State conunis- 
sions and Congress both acted to provide assistance. For example, Congress provided 
targeted relief by authorizing the Rural Electrification Administration to inake low 
interest loans to rural telephone compsuiies. As a result, prior to the "separation 
subsidies,'' telephone service was available in rural and "high cost" areas. 

The failure to target separations and "high cost" funds is the miyor shortcoming 
of existing procedures, the FCC's universal service fund plan, and the proposed leg- 
islative universal service funds. For example, the high cost payment contemplate 
by both the FCC plan and S. 1660, would require customers in the depressed areas 
of the Great Lakes region to provide multi-million dollar subsidies to the fast grow- 
ing Sunbelt areas: 



[In NNKon of dollars (1984 estimated)] 
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465.5 


250.5 


214.6 
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764.3 


252.3 



The FCC's plan, despite its shortcomings, is preferable in comparison for two rea- 
sons. First, the size of the subsidies is slightly less burdensome — a very important 
consideration in view of the bypass pressures facing each of the Ameritech compa- 
nies. 

Second, to codify an untargeted subsidy plan— particularly at a time when alter- 
natives are being explored which would better align subsidies with need — ^would be 
not only a step backward, but a permanent step backward. 

The proposed universal service legislation would continue a subsidy pool which is 
unnecessarily large to assure universal service; and, therefore, would create unwar- 
ranted competitive handicaps and inefficiencies. If Congress is to legislate a subsidy 
plan, it is essential that the plan: (a) target the subsidies to those who, if required to 
pay the full cost of their service, could not afford basic service and 0^) generate a 
subsidy pool no larger than essential to achieve the first objective. The proposed leg- 
islation fails to move toward either objective. 

Bypass is a reality 

In its Access Charge Order, the FCC identified numerous instances where bypass 
is already occurring to the financial detriment of local telephone companies. The 
FCC identified several technologies which are being used or are being considered for 
use to bypass the local telephone network: coaxial cable lightguide, microwave 
radio, satellite, cellular radio. Digital Termination Service, as well as ordinary 
copper pairs in ducts leased from the telephone compsmy. 
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Since the release of the Access Charge Order, ^^ numerous new b3rpa88 projects 
have been announced. A recently completed survey by Computerworld, which was 
summarized in a recent article headlined ''Large Users to B3rpa8s Phone Compa- 
nies/' shows that the FCC and the telephone companies may have underestimated 
the bypass threat: 

"l^or customers of the nation's telephone operating compsmies may be migrat- 
ing to ^bypass' suppliers faster than most industry pundits and government policy- 
makers have predicted. . . . All but one of the seven users contacted — Xerox Corp., 
Bank of America, General Electric Co., Mons£uito Co., MIT, the City of New York 
and Aeronautical Radio, Inc. . . . are actively involved in planning or building com- 
munications facilities that would bypass telephone company local-exchange networks. 
Elach organization spends at least $50 million annually on domestic communica- 
tions, and some spend more than twice that much." ^^ 

Currently pending before the FCC and in the Congress are proposals by the large 
cable compsmies to provide a myriad of local two-way communications sources free 
of state and, preferably, federal regulation. The cable companies, in their FCC 
pleadings, freely acknowledge that they are contracting to provide local distribution 
facilities to MCI and other interexchange carriers. In April 1983, AT&T filed an ap- 
plication with the FCC for a high-capacity satellite transmission service which will 
permit its customers to have an earth station ''located on their own premises.'' ** 

When b3rpass occurs, the bypasser avoids pa3ring the interstate subsidy built into 
message toll rates. Ultimately, the remaining costs will have to be borne by the 
local telephone subscriber. 

The FCC*s access charge plan and recent decisions pose no immediate threat to uni- 
versal service 
In its Access Charge Order, the FCC stated that "the continued assurance of uni- 
versal service" is a m^or goal, and that "it would be unacceptable ... to put [an 
access charge] plan into effect that ameliorates existing efficiency, by-pass and dis- 
crimination problems, but which at the S£une time, had serious consequences for 
universal service. (H 122). The FCC's actions have proven consistent with its words: 

1. The Commission has prescribed a gradual &-year transition to full recovery of 
non-traffic sensitive subscriber line costs in end user access charges. 

2. The Commission is in the process of developing and implementing mechanisms 
to monitor and quickly^ spot any erosion of universal service occasioned by its access 
charge plan or other recent decisions.** 

3. To assure State participation, the FCC charged the Federal-State Joint Board 
with the responsibility for determining the size of a Universal Service Fund and the 
eli^^ility to draw from that Fund. That Joint Board, which has a majority of state 
commissioners, has adopted a universal services plan. 

Finally, the FCC made provision for targeted life line service exceptions to its 
minimum end user charges (j| 136-37). Moreover, the Commission did not foreclose 
states from adopting innovative state tariff structures which ameliorate any unac- 
ceptable impacts that end user charges may occasion. 

A recent Rand-sponsored study— a study which supports targeted subsidies — con- 
cluded that the move toward end user access charges "would not jeopardize univer- 
sal service." *' That study did not take into account the various safety mechanisms 
adopted by the FCC. 

The bottom line is: legislation blocking end user interstate access charges and cre- 
ating a multi-billion dollar universal service fund is, at this time, ill advised. 



*'The parties' comments in the Access Charge proceeding reveal that most commentors — 
even those favoring a totally usage based recovery access plan — acknowledged the reality of 

Vonsumer Organization Group: " 'B3rpass' . . . now appears(s) to threaten the viability of the 
nationwide wire based network." Consumer Organization Group, Aug. 6, 1982 Comments, pp. 6- 
7. 

Penn^lvania Public Utilities Commission: Bypass is a "mwor threat" which "must be careful- 
ly considered in developing the network Access Charge policy." Pa. PUC Aug. 6, 1972 Com- 
ments, p. 2. 

Florida Public Service Commission: Bypass is a present reality with significant growth poten- 
tial unless access charges are set at or below the opportunity cost of alternative facilities. Fla. 
PSC Aug. 6, 1982 Comments, pp. 8-10. 

**Hir8ch, "Large Users To Bypass Phone Companies," Computerworld, Vol. XVII, No. 12, 
March 21, 1983, p. 1. 

>*Sfee "Telecommunications Reports," Vol. 49, No. 17 (May 2, 1983U). 45. 

»• See MTS and WATS Market Structure, CO Docket 78-72 Phase m. 

»• Rand, p. 56. 
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We do not know enough about the future to assess fully or accurately the prob- 
lems let alone provide permanent solutions today. Further study and research is 
needed. The phased introduction of the FCC Access Charge Plan — which in the 
early years retains billions of dollars of subsidies flowing to local ratepayers — pro- 
vides the necessary time to assess the situation carefully with further research. 

The phased introduction will permit a knowledgeable determination wheti^er, in 
fact, a problem actually exists. It will provide time to implement any necessary new 
solutions. 

PROVIDER OF LAST RESORT 

Several bills would authorize each state public service commission to require local 
telephone companies operating within its jurisdiction to provide and maintain, upon 
subscriber request, basic telephone instruments and associated inside wiring. The 
only restriction would be that the rates for such services would have to cover all 
relevant costs. 

The provisions are unnecessary to assure that all subscribers have available the 
necessary telephones and wiring. Innumerable general purpose and specialty retsdl- 
ers, such as Radio Shack, as well as mail order firms, sell CPE. American Bell, 
AT&T's fully separated subsidiary, is marketing CPE nationwide. Distribution chan- 
nels include (a) national retailers such as Sears, Roebuck & Co., (b) Phone Center 
stores, and (c) 800-number telephone order desks, with delivery by carrier or U.S. 
mail to any place in the country. No customer in any part of the country will be far 
from a retail CPE outlet — and, if a customer cannot or does not want to leave home, 
he can order by mail or telephone. The existing availability of many channels — na- 
tional, regional and local; wholesale and retail; store, telephone and mail — makes 
wide coverage at affordable prices feasible. At compensatory prices, vendors can be 
expected to offer equipment voluntarily. Therefore, the provider of last resort pro- 
posal would not increase the availability of CPE. 

Under Computer II, telephone companies are free to decide to offer untariffed 
CPE or not to offer it. If a company were to serve "last resort" customers under 
state compulsion, but not offer CPE to others, the costs of its "last resort" oper- 
ations would be very high. These high costs would be reflected in high prices, 
making the offer to provide "last resort" equipment illusory. 

. . The divested Bell associated companies possibly face an additional problem. If the 
Commission refuses to lift the structural separation requirement from the divested 
Bell Operating Companies, some of those companies may choose not to offer CPE 
generally. If that occurs, the Company might be compelled to establish a sulxsidiary 
solely to provide "last resort" CPE-— an extremely costly undertaking. 

Finally, the proposal singles out one supplier in a competitive market and im- 
poses on that supplier special and, probably, costly burdens. That imposition cannot 
be squared with the objective of full and fair competition. It runs directly counter to 
the goal of deregulating competitive markets. 

FULLY SEPARATED SUBSIDIARY TO MARKET CUSTOMER PREMISES TELEPHONE EQUIPMENT 

The provider of last resort issue dealt with requiring a telephone company to pro- 
vide telephone equipment to a customer. The various separate subsidiary proposals 
would make it more difficult for a telephone company to provide telephone equip- 
ment to its customers. 

Neither S. 1660 nor H.R. 3621 propose that a separate subsidiary be required in 
order for a Bell Operating Company to provide telephone equipment to its custom- 
ers. However, several of the bills propose to do just that. Those proposals are imnec- 
essary and undesirable. 

In considering potential revisions to the Modiflcation of Final Judgment, Judge 
Greene refused to make the divested BOCs' provision of CPE contingent upon estab- 
lishing a fully separated corporate subsidiary. Judge Greene concluded that, "Based 
upon a realistic assessment, marketing of CPE presents little potential for anticom- 
petitive behavior by the Operating Companies." *^ 

For parallel reasons, the FCC currently is reconsidering whether its existing sepa- 
rate subsidiary requirements covering provision of CPE, enhanced services, and cel- 
lular services should apply to the divested BOCs.^^ The Record in that proceeding 



»' United States v. AT&T, 552 F. Supp. 131, 191 (D.D.C. 1982). 

** Policy and Rules concerning the furnishing of customer premises equipment, enhanced 
services and cellular communications services by the Bell Operating Companies, CO Docket No. 
83-115. 
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details the reasons why a separate subsidiary, first, is unnecessary and, second, is 
unsound policy. 

Briefly, requiring a separate subsidiary is justifiable only if a company has both 
the abih^ and the incentive to engage in anti-competitive activity. With respect to 
CPE, divested Bell Operating Compsmies lack both. 

The BOGs lack any market power in CPE. At divestiture, each BOC starts with a 
zero CPE base and in a limited geographic area. The BOCs will immediately encoun- 
ter in the competitive marketplace AT&Ts subsidiary and other CPE vendors, 
many of whom market CPE on a nat ionwide basis and have a substantial customer 
base. Those competitors include ITT, Rolm, Northern Telecom, Nippon, IBM, GTD 
and many others. 

A separate subsidiary requirement would protect those competitors, not telephone 
subscnoers. 

The record in the FCC proceeding contains the proof that the BOCs lack any real- 
istic ability to engage in anticompetitive activity in marketing CPE. The record 
shows that: 

(a) local exchange service is not a realistic source to fund predatory prices in CPE 
or any other market. Based on a similar record. Judge Greene discussed the ''sever- 
al reasons'' that the ''possibility ,of successful subsidization of CPE prices with local 
exchange revenues appears remote.'' ^* 

(b) attempting to fund CPE from other services — such as access charges— will en- 
courage bypass and, thus, the source will evaporate. 

The recoord also shows that the BOCs lack the incentive to engage in predatory 
pricing of CPE. As the FCC pointed out to the Antitrust Court: 

"Predatory pricing in unregulated markets is probably a relatively rare phenom- 
enon because a firm that emplo3rs such a strategy would have to forego shortrun 
profits in the hope that it will be able to realize monopoly profits after competitors 
have been eliminated. A rational businessman would not adopt such a strategy 
unless he had reason to believe that predation would be successful. The prospects of 
success are, of course, related to the relative assets and market shares of the firms 
in the market. A BOC is not going to start a CPE price war with AT&T because it 
could not realistically expect to eliminate AT&T (and other firms) as competitors 
and thus earn monopoly profits." ^° 

Judge Oreene agreeu, stating that ^though~tfag Bell Operating Companies^^oold 
have a "theoretical ability to engage in . . . anticompetitive activities" in marketing 
CPE, "their incentives to do so would be minimal." ^^ 

The issue, though, is not just the absence of any need to impose a separate subsid- 
iary requirement. A fundamental, affirmative reason exists not to impose a separate 
subsidiary re<iuirement on just the Bell Operating Compsmies. Such a requirement 
would be anti-competitive. 

Structural separation of the type contemplated in the legislation would impose a 
significant cost on each BOC deciding to enter the CPE market. That cost would 
materially handicap the BOCs' competitively, as no other competitor would be re- 
quired to incur those costs. 

Affain, the only beneficiaries of a separate subsidiary requirement would be the 
BOCs' oonopetitors. Certainly, telephone subscribers would not benefit; and, in fact, 
as Judge Greene made clear, not allowing the BOCs to compete fully in the CPE 
market would be contrary to the public interest. 

Mr. Hayes. Mr. Chairman, members of the committees: I am 
John Hayes. I am vice president — revenues and public affairs for 
Southwestern Bell. 

Changes taking place in the telephone industry are generating 
many questions concerning universal service, increasing telephone 
rates, depreciation procedures, and the implications of bypass. I 
would like to take the time allotted to me to speak specifically 
about the nature, extent and implications of bypass. As you have 
probably surmised by now, it is of concern to all of us. 

Incidentally, yesterday's FCC decision will not be out in final 
written form for about 2 weeks, but from what I know of it, it 



><»552F.Supp.atl92. 

*^See United States v. Western Electric Co., C.A. No. 82-0192 (D.D.C.), Brief of F.C.C. 
Amicus Curiae (April 20, 1982). 
»552F.Supp.atl91. 
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would not have caused me to change my remarks, other than to 
say in regard to bypass, it appears to further exacerbate the prob- 
lem. 

Bypass, as you know, is generally understood to mean the origi- 
nation and/or termination of a call without the use of a local tele- 
f>hone company's plant. Bypass results in a loss of revenues to the 
ocal telephone company. It is no more than another word for com- 
petition. 

To establish an historical perspective, there were, it seems to me, 
two fundamental factors which led to the development of bypass. 
One was the social policy of having long distance service subsidize 
local service to help meet the Nation's universal service goal. 
While this pricing policy did indeed help us achieve universal serv- 
ice, it most certainly placed an uneconomic cost burden on heavy 
users of long distance. 

The other primary factor relating to bypass was technology. The 
technological changes which have occurred and are occurring in 
the industry significantly lowered the cost of entry into the busi- 
ness. As a result, technology provided the wherewithal and the toll 
subsidy provided the incentive for bypass. 

Who are the most logical users of bypass technology? Bypass ap- 
pears to be a current option primarily for large business customers 
responsible for significant amounts of long distance traffic, and this 
group represents an extremely high risk for Southwestern Bell. 

As you are aware, a telephone company's business revenues are 
concentrated among a very limited number of large business cus- 
tomers. In addition, these large customers are generally clustered 
in very tight geographical areas. For example, Southwestern Bell 
has just over 1,250 switching centers or wire centers. Five, onlv five 
of these wire centers, just four-tenths of 1 percent, account for 10 
percent of our entire business message toll service revenues. And a 
mere 10 percent of our wire centers account for two-thirds of our 
total business MTS revenue. 

This point on geographic concentration merits emphasis. It 
means that a bypasser need only build a system to handle high- 
volume traffic originating from a small geographical area. They 
need not replicate the entire ubiquitous plant. Bypass systems built 
to serve a specific geographical area also allow small and medium- 
sized businesses, who could not afford to build their own facilities, 
to cost-effectively bypass us by hooking up to the bypass company's 
facilities. 

Bypass is not reserved for toll business alone. It can also be used 
to circumvent local exchange service. There are any number of ex- 
amples I could recite, but the message would not change. Bypass is 
here now and will continue. 

As for the potential consequences, as bypass grows the following 
scenario will unfold. As large business customers deploy their own 
bypass systems and leave the local network, fewer customers 
remain to share an increasingly larger portion of the company's 
plant investment. Thus, remaining customers will primarily be 
comprised of residential and small and medium-sized business cus- 
tomers. 

Rates must rise to recover the cost of that investment, and as 
rates rise more customers find it economically beneficial to leave 
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the network in favor of bypass technology. As a result, the tele- 
phone company is left serving the high-cost, low-revenue custom- 
ers. Or, in a strict economic sense, we end up losing the winners 
and winning the losers. 

If access charges are established at too high a level, carriers and 
large customers will flee the network in favor of bypass systems, 
thus stranding telephone company investment, and low-volume 
users may be forced off the network, stranding investment and 
leaving us with a serious social and political dilemma. 

I want to assure you that displacing local customers is not more 
palatable to us than it is to you. In addition, we must address the 
need for improved capital recovery methods and schedules appro- 
priate to a compjetitive environment instead of a monopoly environ- 
ment. To effectively compete, we must move to a more realistic 
capital recovery ratio. 

If the local network is not upgraded to meet the needs for new 
services, like digital traffic at high data speeds, then either the cus- 
tomer or the inter-exchange carriers will initiate some form of 
bypass. And as technologies are developed which lead to economic 
bypass of the network, it is critical that we have the ability to 
deploy similar technology in order to remain competitive. 

In closing, Mr. Chairman, let me offer for the joint committees' 
reference a comprehensive study of network bypass, done for us 
over the past several months by Touche, Ross & Co. in conjunction 
with our own people. We developed this plan to help us understand 
and more effectively deal with bypass from a technological, mar- 
keting, and regulatory standpoint. Copies are available to the com- 
mittee. 

Thank you. 

[The statement follows:] 

Statement op John E. Hayes, Vice President— Revenues and Pubuc Affairs, 
Southwestern Bell Telephone Co. 

Mr. Chairman, members of the Committees, my name is John Hayes. I am Vice 
President-Revenues and Public Affairs for Southwestern Bell Telephone Company. 

I'd like to thank the Senate Commerce, Science and Transportation Committee 
and the House Energy and Commerce Committee for the opportunity to appear 
today and represent the views of Southwestern Bell. 

The subjects outlined for discussion today, including that of the bypass of the local 
telephone exchange network which I will address, are in combination the fundamen- 
tal elements of national policy direction which will ^de our future. 

Those of us representing Bell Operating Companies here today share a common 
history, operating as parts of a national system, guided by a long-standing national 

Eolicy. Our future holds promise as we embark on courses separate from each other, 
owever we remain united in our individual commitment to serve the Americcm 
public. . 

I have included in this testimony Southwestern Bell Telephone Company's views 
on several issues which are the subject of current legislative proposals. The issues of 
universal service, access charges and b3rpass are inexorably intertwined. 

UNIVERSAL service 

This concept, expressed in the 1934 Communications Act as a national goal, 
though not precisely defined, was broadly understood to mean the nationwide avail- 
ability of telephone service. Technology was such that there was no need to define 
what "telephone service" meant. The functional method which was adopted as the 
means to achieve that goal required the companies to operate as utilities in a mo- 
nopolv environment under government regulation. It required the oompsuiies to de- 
liver service" to all persons requesting it within state franchised territories. 
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Clearly the technological explosion in our industry over the last several years and 
the sense among our federal regulators that the universal service goal had been re- 
alized combined to motive the introduction of competition into what was a regulated 
monopoly environment. 

While the 1934 Act remains the law of the land, and still includes its historical 
national goal, the several bills about to be considered seek to maintain the universal 
service goal. We believe that the functional method of realizing the universal serv- 
ice goal has been unalterably changed. And, that this demands a commensurate 
new understanding of the national policy objective for the future. None of the bills 
presently introduced defines the meaning of "universal service.'' We believe it is es- 
sential for any new amendment to the 1934 Act to define that term. In this way, 
public expectation, regulatory behavior and corporate initiative can be channeled in 
a common direction and contribute to a common good. We suggest that that term 
means the provision of access to the two-way switched voice telecommunicaticms 
network. The access itself should take the form of a wide range of service options 
and choices in capability, quality and rates, that are designed to be responsive to 
our customers' economic and calling needs. Through such alternatives, we would 
seek to maintain the current levels of telecommunications development. 

In our service territory of Arkansas, Kansas, Missouri, Oklahoma and Texas, we 
serve over 8,500,000 customers. We and our customers live and work in as dynamic 
and diverse a set of rural and urban environments as may be foimd in our country. 
Our concerns for universal service embrace the whole of this diversity. 

Certainly there can be no question that competition drives prices to cost. This is a 
fact reflected in our proposals to reprice basic telephone service offerings in each of 
our states. It is equally true that competition creates increased consumer choices of 
products and services. This fact is also reflected in our proposals and is a key to 
maintaining universal service. 

While the details of our rate proposals reflect the significant differences between 
the conditions in each of the states, we seek in all states to bring a variety of differ- 
ent service offerings to our customers. We propose to offer these options in as great 
a variety as we can, in as many locations as we can, and let the consumers choose 
for themselves those service options best suited to their individual socicd, economic 
and service needs. 

As we go forward, we expect local telecommunications services to remain the core 
of our regulated business. But, we also expect to pursue new service opportunities, 
viewing our past as a base to build from, not a shell to remain under. 

We look forward to making our local exchange network a workhorse vehicle for 
delivering new services and new consumer options throughout our territory. Our 
commitment to that future is no less strong in the rural areas than the urban cen- 
ters. 

As these services are brought to the marketplace, universal service in the context 
of the term earlier described, is as critical a requirement for our commercial inter- 
ests as it is a requirement of the public interest. 

ACCESS CHARGES 

Under existing and traditional arrangements, about 25-30 percent of local ex- 
change distribution (non-traffic sensitive) costs are charged to the interstate jurisdic- 
tion and are recovered through rates for interstate long distance usage. The balance 
of those costs are charged to the intrastate jurisdiction. These are recovered through 
rates for intrastate services, particularly long distance and optional local services 
and equipment. 

Recognizing that the competitive nature of long distance services dictates that 
these services must necessarily be priced based in relation to their own costs, the 
FCC decision in Docket 78-72 calls for a phased-in recovery of non-traffic sensitive 
local exchange costs from local exchange subscribers. While we recognize this deci- 
sion is under reconsideration and is subject to change, the plan remains the focus of 
most legislative proposals. 

Under the FCC plan interexchange carriers would pay us and other exchange 
companies fees to cover costs of providing interconnection to our local network; over 
time these would be fully traffic or usage sensitive rates. The end users, our sub- 
scribers, would be charged a fee for the non-traffic sensitive costs of connection to 
the network, including connection to the interstate and intrastate long distance net- 
work. 

This approach would eliminate the assignment of costs to one among severed com- 
peting long distance carriers. It would allow nondiscriminatory charging of all inter- 
connecting carriers for like services. It would avoid economic incentives for those 
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carriers to b3rpa88 our local exchange and build directly to larger and more profit- 
able users. It provides a reasonable certainty of recovering local exchange costs asso- 
ciated with providing customer service. 

The m^'or perceived deficiency in the Order is its effect on the local exchange 
customer who uses little or no long distance in a given billing period. This customer 
would pay a monthly charge for interstate long distance network access and a 
charge for intrastate long distance access. These charges would be the same as those 
billed a customer who does make long distance calls. 

In addition, the Order only deals with the bypass issue in terms of interexchange 
carrier bypass. Existing customer and non-carrier bypass is a part of the issue not 
addressed by the FCXl's plan. 

While the FCC*s Order provides local exchange carriers with some flexibility in 
proposing interstate access charge rate levels during the transition period, the Com- 
mission's Order leaves no flexibility as to its ultimate objective which is that all in- 
terstate NTS costs are to be recovered from customers on a fixed basis rather than 
from carriers on a usage sensitive basis. Said another way, the flexibility is in the 
implementation process, not the end result. 

Many alternatives to the FCC decision are being considered in current legislative 
proposals. However, any alternative adopted should provide equity among competi- 
tors, create reasonable certainty of cost recovery to local carriers, discourage the 
bypass of local exchange networks, and provide equity to our customers. 

Most of the bills now being considered seek to overrule the FCC decision and 
spread the costs in question among interexchange carriers. Some of the bills seek to 
avoid the incentive this would create to bypass us by levying a fee on privately 
owned systems and others who bypass the local exchange network. 

Certainly the FCC's access charge decision was considerate of the negative impact 
of bypassing of the local network. Legislative and rc^^atory actions are capable of 
going beyond avoidance of a threat to universal service. The perspective of the local 
exclumge network as the vehicle for delivery of universally available consumer 
access to the promise of an information age is attainable by the actions of the Con- 
gress, the FCC, and our state utility commissions. 

BYPASS 

I know that each of you is aware of b3rpa88 — or the origination and/or termination 
of a call without the use of the local telephone compsmy's plant. But the nature, 
extend and impact of bypass on the local telephone compsmies is a subject which I 
believe to be among the most important in the telecommunications industry for the 
foreseeable future. 

The effect of b3rpass is a loss of revenue from both local subscribers and interex- 
change carriers. In a bypass configuration, trciffic is divereted from the local tele- 
phone network. Tlie lost traffic means lost revenue. Furthermore, the remaining 
subscribers must pay higher rates in order to compensate for the revenue lost 
through bypass. 

When b3rpass occurs, large users (which are generally businessess) divert substan- 
tial traffic from the local plant and route the traffic by another means. The effect 
on the telephone company's costs would be as follows: 

1. Non-traffic sensitive costs (e.g., depreciation) associated with the plant idled be- 
cause of bypass would not be reduced. 

2. Some traffic sensitive costs may eventualy be reduced. However, operating and 
maintenance costs would take some time to acgust to the reduced traffic on the net- 
work. 

The loss of revenue without a proportionate reduction in costs would reduce the 
company's net operating income. A reduction in net operating income can be expect- 
ed to adversely affect the telephone company's ability to earn its authorized rate of 
return and its ability to raise capital. After all, once divestiture occurs, the local 
exchange compsmies such as Southwestern Bell must compete in the marketplace 
against one another, AT&T, and other corporations for capital. Erosion of financial 
performance because of bypass will increase the cost of capital in the marketplace 
as investors demand larger returns to compensate them for the increased risk of in- 
vesting in a telephone company experiencing income losses due to bypass. 

In addition, all remaining customers (including small business and residential cus- 
tomers) would have to pay higher rat^ to adjust for the withdrawal of large user 
traffic from the local network. This would occur because the remaining customers 
would have to assume the revenue requirement for essentially the same level of 
telephone company plant and expenses. The effect of concentrating capital recovery 
charges on a shrinking customer base would encourage additional bypass. 
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The risk of loss is increased because local telephone compsmy revenues tend to be 
concentrated disproportionately among a small number of business customers. In 
addition, revenues tend to be concentrated geographically. 

This concentration increases the vulnerabUity of local telephone companies to 
bypass since revenues can be disproportionately affected whenever (a) msgor busi- 
ness customers move to a bypass system and/or (b) bypass technologies are intro- 
duced into the small geographic area covered by high revenue wire centers. This 
last point on geographic concentration deserves emphasis. It means that a competi- 
tor to the local telephone compsmy need only build a bypass system to handle hij^ 
volume traffic originating from a limited number of laige customers in a small geo- 
graphic area. The competitor does not have to replicate the entire ubiquitous local 
plant. 

Bypass can be described as either uneconomic or economic. These can be defined 
as follows: 

Uneconomic bypass, — Occurs when a competitor with higher costs than a local 
telephone company is able to price its services to customers at a price lower than 
the local telephone company. 

Economy t^pass. — Occurs when the price of telephone service is cost-based, but a 
lower cost provider (probably using a different technology) is available. 

Both forms of bypass have a negative effect on a local telephone company's rev- 
enues. However, my testimony refers to uneconomic b3rpa88. 

BYPASS TECHNOLOGY 

Several technologies can be used for the purpose of b3rpa8sing the local telephone 
company's plant. In the recent past, especially in the last decade, technologic^ al- 
ternatives to the telephone company's copper wire have been developed and market- 
ed to meet local transmission requirements, especially the requirements of laige 
business customers. I have summarized the categories with a brief discussion of the 
miuor categories: 

1. Private microwave and radio systems 

General description. — Radio systems. — Microwave radio (point-to-point) requires 
line-of-sight between the transmitter and the receiver. Due to frequency congestion 
in urban areas, the microwave bands below 18 GJIz (gigahertz) are practically un- 
available for private point-to-point systems. However, capacity exists in the higher 
hands to implement systems to carry traffic between sites within a Local Access and 
Transport Area (LATA) without using local telephone company circuits. 

Digital Termination Service (DTS) is the foremost application of point-to-multi- 
point microwave used for bypass. DTS can deliver data from one point to another 
point within a LATA or serve as a gateway to an interexchange carrier's system. 
Interexchange carriers with DTS licenses can move high speed data between and 
within LATA's without use of local telephone company circuits at either end. The 
initiation of DTS is only one to two years in the future. A number of common carri- 
ers have recently been licensed by the FCC to provide DTS sevice in the Southwest- 
ern Bell region. 

Cellular radio constitutes a new public mobile and portable communications offer- 
ing by common carriers. In its mature configuration, a nation-wide cellular system 
CAn potentially bypass the local telephone company plant whUe switching calls to 
<|e^inations which may be mobile or fixed, as well as local or in another LATA. 
Under FCC policies, each Standard Metropolitan Statistical Area (SMSA) will have 
two competing cellular radio systems, one of which will be operated by the local 
telephone company. * This means Southwestern Bell will compete with another car- 
fier in several miyor urban markets in its region. 

i. Bypass examples— Radio System 

General Electric has recently begun marketing a 23 GHz radio system (GEM- 
UQUCX Promotional literature emphasizes that GEMLINK is (a) less expensive, (b) 
^'^ttUable sooner, and (c) more under customer control than leased telephone compa- 
H^ circuits, 
^^tamples from the trade press include the following: 

jjfOOUf a private company whose principal outside shareholder is CIGNA Corp., 
\h^ mrent of two insurance companies (Connecticut General and INA), was author- 

hff^ other lystem will be operated by a "non-wireline carrier" which will be a company 
otWr^AffD the local telephone company. 
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ized by the FCC to construct DTS ^tems in 18 cities, including San Antonio, St. 
Louis, Kansas City, and Tulsa. (Satellite News, March 7, 1983) 

Westirijghouse has developed a private rcuiio network to connect 20 sites (15,000 
phones) in the Pittsburgh area. (Communications News, Mayl981) 

Federal Express was authorized by the FCC to construct DTS systems in 14 cities 
in order to create a high speed facsimile network; Dallas and Houston were among 
the 14 cities. (Satellite News, March 7, 1983) 

IBM has contracted with Motorola to buy portable (one-and-a-half pound) radio 
terminals for use in a nationwide private digital communications network which 
will enable field representatives to communicate with headquarters without the use 
of local telephone company facilities. (Data Channels, March 21, 1983) 

GUIDED SYSTEMS ^ 

1. General description — Guided systems 

Guided systems included coaxial cable and fiber optics. A bidirectional cable tele- 
vision plant can be used to provide bypass transmission facilities for individual sub- 
scriber telephones, either business or residential, in areas in which the cable televi- 
sion franchise holder elects to operate such a service. 

With the placing of cable where there is geographic concentration of businesses, 
mcmy services become subject to competition. While the initial placement might be 
for the purpose of high speed data transmission or other similar services, the con- 
nection of that cable to an interexchange carrier would raise the possibility of 
bypass for data services as well as long distance service. 

in addition, with cable television's penetration of U.S. households (currently ap- 
proximately 25 percent) increasingly using new bidirectional cable systems, cable 
can be used not only to route calls to an interexchange carrier for transmission out 
of the LATA, but even to another phone on the s£une cable system. This is the first 
bypass technology which we discussed which could someday compete fully for resi- 
dential and smaU business telephone traffic. This represents a significant potential 
future loss of revenue for local telephone companies. 

Fiber optics technology has recently developed to the point where it will be rapid- 
ly introduced into communications S3rstems throughout the 1980's. One main advan- 
tage of fiber optics systems is their ability to carry high speed data transmission. In 
comparison to the telephone company's copper wire network, fiber optics systems 
are attractive for local or short distfiuice distribution of concentrated high volume 
traffic. 

2. Bypass examples — Guided systems 

Prince George's County (Maryland)'s system is an example of a cable television 
system which is being expressly designed to provide private switched voice, video, 
and high speed computer circuits to subscribers in the 720,000 resident county adja- 
cent to Washington, D.C. In fact, most new cable systems in urban markets are 
being designed with current or future two-way capability. 

Satellite transmission systems 

As of August 1982, fifty-six receive-transmit earth stations were licensed by the 
FCC to operate in the five state Southwestern Bell Region. Of these, 17 are classi- 
fied as ''private" and used by the licensees to route long haul traffic without any 
use of local telephone circuits. In addition, 34 earth stations are licensed to common 
carriers, some portion of which, I assume, are located on customer premises and are 
not using local telephone company circuits. 

In addition, the following announcements have appeared recently in the trade 
press: 

United Services Automobile Association has formed a subsidiary, USAA Satellite 
Communications Compaiw, to resell long distance satellite services to businesses in 
San Antonio, Texas; traffic will be routed through a customer premise earth station 
at USAA headquarters. 

Atlantic Richfield signed a contract for Harris Corporation to design a private 
satellite network to link corporate facilities in six cities, including Dallas. (Teleph- 
ony, September 7, 1981) 

MCI will buy capacity equivalent to 24,000 circuits in two Hughes Galaxy satel- 
lites. MCI will access the satellites through earth stations in m^or cities, including 
Dallas. (Satellite News, February 7, 1983) 



' Guided systems confine transmission to narrow ph^ical paths (e.g., wire, fiber, or cable) as 
opposed to "unguided" systems in which energy is received "over the air" (e.g., radio). 
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United Press International will buy up to 2,000 earth stations with two-foot anten- 
nas as part of its project to eliminate use of all terrestrial telephone company cir- 
cuits — both local and long distance. These small earth stations will be located on the 
premises of all UPI customers, many of which are located in Southwestern Bdl'a 
region. (Satellite News, January 31, 1983) 

Atmospheric optical systems 

Atmospheric optical systems are not in widespread use at this time. The sole ex- 
ample which we identified was Phillips Petroleum which used an infrared light to 
provide a data circuit between two buildings 1,500 feet apart in Bartlesville, Oklaho- 
ma. (Communications News, May, 1982) 

These examples I have cited should be considered illustrative rather than all in- 
clusive. Announcements of bjrpass systems being implemented occur regularly in 
the trade press. 

The real threat from these alternative technologies is that they will be combined 
into networks by interexchange carriers acting on their own or as part of joint ven- 
tures with local distributors of traffic. The carriers will then offer end-to-end service 
which can originate and terminate calls without using the local telephone compa- 
nies at either end. Traffic will be routed around the local public telephone network 
which will be underutilized and more expensive for its remaining subscribers. 

EXTENT AND TYPE OF BYPASS IN THE SOUTHWESTERN BELL REGION 

Bypass already occurs among Southwestern Bell's largest customers. Approxi- 
mately one in four engages in some form of bypass. 

Furthermore, in terms of future plans, approximately two out of three either 
engage in bjrpass now or expect to do so within the next three years. 

In order to estimate the incidence of bypass. Southwestern Bell recently engaged 
Touche-Ross Company to analyze the extent and type of bypass in the Southwestern 
Bell region. A sample of telecommunications managers from a universe of 320 of 
Southwestern Bell's largest private sector customers was surveyed. 

This is a high risk group for Southwestern Bell because revenues are dispropor- 
tionately concentrated in a small number of business customers.^ Loss of large cus- 
tomers can have a ripple effect through revenue requirements in several cat^ories. 
Bypass means not only the loss of access charge revenues but also revenues due to 
such sources as private lines and intra-LATA toll. 

Based on the sample, approximately 25 percent of Southwestern Bell's 320 largest 
revenue producing customers currently use one or more technologies to bypass local 
telephone company plant. While we are still in the process of determining the ad- 
verse revenue impact associated with this bypass activity, the size of these custom- 
ers and their volumes of business assure that the associated revenue loss is high. 

In addition, as mentioned above, two out of three of the respondents either use 
now or plan to use systems or carriers other than the local telephone company for 
bypass within the next three years. 

An examination of bypass activity shows that it ranges across industries and is 
not limited to particular industries. Based on total company sales reported by the 
respondents in the study, there is an identifiable upward trend in the incidence of 
bypass as the dollar volume of reported sales increases. This provides reinforcement 
for the concept that the larger the customer, the higher the probability that he will 
engage in bypass. 

The most logical users of bypass technology, the large business customers, are 
generally clustered in very tight geographical areas. For example. Southwestern 
Bell has just over 1,250 wire centers. Five of these wire centers— just Vio of one per- 
cent — account for two-thirds of our total business MTS revenues.* 

Bypass systems built to serve a specific geographical area also allow small and 
medium-sized businesses — who could not afford to build their own facilities — to cost 
effectively bypass us by hooking up to the bypass company facilities. 

And bypass is not reserved just for toll business. It can also be used to circumvent 
local exchange service. Let me share with you a couple of examples existing today 
in the Dallas-Fort Worth area to show you how bjrpass can work on both levels. 

"Texas Plaza, a new office and residential complex near Texas Stadium bills itself 
as the "first mixed-use office complex in the world linked to a digital satellite com- 
munications network." 



3 For example, as shown on Attachment 1, one percent of business customers account for one- 
third of business MTS revenues while five percent account for 55 percent of such revenues. 
« See Attachment 2. 



Digitized by 



Google 



213 

The satellite network will provide a variety of services like video teleconferencing, 
electronic mail, voice and data communications. And this system is being provided 
not by Southwestern Bell but by an Atlanta-based company. 

Another example may be found at the Los Colinas development were a two-way 
cable S3rstem, along with the purchase of an independent switching machine, has 
taken a signihcant number of local telephone customers and main stations right out 
of the local and long distance telephone network. 

Tliere are any number of examples I coidd recite, but the message remains the 
same. B3rpass is here and it is likely to grow. As for the potential consequences, as 
bypass grows, the following scenario will unfold. 

As large business customers deploy their own bypass S3rstems and leave the local 
network, fewer customers remain to share an increasingly larger portion of the com- 
pany's plant investment. Those remaining customers will primarily be comprised of 
residential and small and medium-sized business customers. — 

Rates must rise to recover the cost of that investment. As rates rise, more custom- 
ers find it economically beneficial to leave the network in favor of b3rpass technol- 
ogy. 

As a result, the telephone company is left serving the high cost, low revenue cus- 
tomers. Or, in a strict economic sense, we end up losing the winners and winning 
the losers. 

I believe that the Touche Ross study and the statistics to which I have referred 
make the financial vulnerability posed by bypass competitors abundantly clear. Be- 
cause of the very high percentage of revenues produced by a relatively small 
number of business customers in a few concentrated locations. Southwestern Bell 
must have the ability to compete equally with any competitor if we are to have a 
fair chance to maintain a solid financial base for the fiiture. While this discussion 
has focused primarily on Southwestern Bell's experience with bypass, the impact of 
bypass is of equal concern in all regional operating compsmies. 

The existing legislation does not, for the most part, provide significant guidance 
on how the proposed bypass levies would be assessed, by whom they would be billed 
or to whom they would be remitted, how the distribution of the funds generated 
would be made and to whom they would be paid. Certainly, any assessment made 
for bypassing a local exchange company should be returned to that same company. 
None of the present proposals make that assurance. 

It is our hope that we can work with the Committees in charting a course that 
will assure the promise of the information age is realized for all the people. 

Thank you for the opportunity to appear today. 
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ATTACHMENT - II 
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Chairman Packwood. Thank you. 

Mr. Smith, Andy Smith, let me address this question to you, and 
if you want someone else to answer it that is fine, although my 
hunch is there would not be any difference between the companies. 

Just to make sure we are all talking about the same thing, would 
you define what you mean by **hypaa&*? 

Mr. Andrew Smith. Bypass to me is where there is a source of 
communications ability in existence for whatever the service need 
might be, whether it be data, voice, video, or the whole range of 
communications facilities that for one reason or another, either on 
an economic basis or on an uneconomic basis, if there is a subsidy 
involved, the customer finds it advantageous to find another path 
beyond and around our serving facilities to achieve his communica- 
tions needs. 

Chairman Packwood. You mean around the long-distance facili- 
ties or around the local facilities? 

Mr. Andrew Smith. Either actually is bvpass. 

Chairman Packwood. When the term bypass is used by you do 
you normally mean in the sense of their bypassing the total 
system — interstate, intrastate, intracity — or do you mean they are 
hooking into your local system some place, but they are b3rpassing 
the long lines or long distance? 

Mr. Andrew Smith. No. To me, Mr. Chairman, it means simply 
that they are bypassing some part of our facilities that could pro- 
vide those services to them for reasons that are advantageous to 
that particular organization. 

Chairman Packwood. Now, to the extent that they hook into 

four local system, they may bypass your national system, but here 
am tolking about the long lines and the AT&T part of it. To the 
extent they hook into your local system, you would have no diffi- 
culty in knowing who they are and finding them, would you? 

Mr. Andrew Smith. I would think that would be workable. They 
could, of course, also bypass our intrastate LATA approach, which 
is the other side that comes out of the divestiture situation. 

Mr. Raymond Smith. Senator, mav I comment on that? Yes; we 
would have difficulty. For example, bypass by large customers will 
be both the long-<listance network and the exchange lilies, and they 
will be doing both at the same time. They will connect into some 
local lines because they want to call people, say, in Philadelphia or 
Pittsburgh, but they will put a dish on the roof, and that diish will 
go off to a transponder in a satellite and come back down to some 
vendor that will connect them to all of their plants. 

Chairman Packwood. Wait. You are talking about two different 
things right there. I am tolking about first the ones that connect 
into your local system. 

Mr. Raymond Smffh. What I am saying is they will do both. 

Chairman Packwood. I understand they will do both, but to the 
extent that they connect to your local system can you find them? 

Mr. Raymond Smith. Well, we will know, for example, that it is 
Westinghouse, and we know that Westinghouse is a bypasser, OK. 
We know that they connect into our system for some of their lines, 
but for the lines that, in effect, go between the main office build- 
ings and the plants in western Pennsylvania, they will have facili- 
ties on their own property that do that. 
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Chairman Packwood. They should have a private wiring system 
is what it is. 

Mr. Raymond Smffh. It is a private microwave and wiring 
system. That is what it is. 

Chairman Packwood. Up until the FCC statement yesterday, 
how did their original access charge system catch those bypassers? 

Mr. Raymond Smffh. The way it caught it, Senator, was the fact 
that we were going to apply the costs at the local loop plant where 
they belong so we could bring our costs down to a level that we 
could compete on an economic basis with Westinghouse, Reliance 
Insurance, or anyone else. 

Chairman Packwood. That is what I mean. It was not going to 
catch the bypassers. That is my question. 

Mr. Raymond Smffh. It was not going to catch the bypassers. 

Chairman Packwood. And my question was how did it catch 
them, and the answer is that it does not catch them. It simply says 
that we are going to put you on the same footing as them. 

Mr. Guinn. Well, it does not even quite do that, I do not think. 
There are two types of bypass, private bypass and carrier bypass, 
and carrier bypass is much more onerous because three or four cus- 
tomers can go together, or you can be in a shopping center com- 
plex, put a satellite on a roof, distribute in that complex and com- 
pletely bypass everything. 

But what the FCC access charge order does — it is the best plan 
that has been proposed so far to avoid bypass — is to charge some of 
the costs as a CALC directly to the end user. 

So there is less incentive to bypass. It also sends a clear signal, 
because it says that over the years the non-traffic-sensitive costs 
are going to be phased into the end user. It sends a clear signal to 
the private bypasser, and the public bypasser, that it is going to be 
less financially advantageous for them to bypass, because down- 
stream these costs are going to be paid by the end user, no matter 
whether he uses their services or our services, and so the economic 
incentive for bypass decreases. 

However, it still does not protect us completely, because as I said, 
we have been able to demonstrate that some of our largest custom- 
ers could bypass us for a penny a minute, which is about one-sixth 
of what we are going to be charging the carriers for interstate 
access charges. 

Chairman Packwood. Now, to the extent that the FCC vesterday 
seems to indicate that they can find bypassers and catch bypass- 
ers — I will take their word for it — then what is wrong with the 
system that is proposed by either Congressman Wirth or Chairman 
Dingell or myself in terms of catching the bypassers— not for the 
moment arguing the philosophy, but catching the bypassers? 

Mr. Staley. Senator, may I comment on that? 

I believe there is some confusion as to what they were exactly 
speaking to. They were actually talking about services that are 
message-type services and applying access charges to those serv- 
ices. In other words, those were services that would be ordered 
f^om us under tariff, and therefore, we would be in a perfect posi- 
tion, of course, to assess the access charges to those t3rpe services. 

On the other hand, there are services that completely bypass our 
network— and there are many that completely bypass. Under the 
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new setup you can put in your own switchboard, you can put in 
vour own local facilities, your own toll facilities and completely 
Dypass the network. And that is exactly what is being done today 
by many large customers in lower Manhattan. 

Chairman Packwood. Let me ask you this, though. Ever3rthing 
that bypasses your system is still licensed by the FCC. Nobody pute 
up satellites and nobody uses any kind of signals that the FCC does 
not know about. 

Mr. Staley. That is correct, except, though, that the intent and 
why they are providing those services we do not have the slightest 
idea. If it is to improve or put an additional service on their exist- 
ing facilities, we have no idea what that service is being used for. 

Chairman Packwood. All I am saying is that indeed we know 
they exist, and they are not allowed to transmit without approval 
of the FCC. 

Mr. Clendenin. One final point. The technology of bypass is 
leaping forward almost as fast as all the rest of technology is, and 
you have to go back to the basic intention that has led to this phe- 
nomenon. 

The bypass phenomenon is not interested in working on that 
which is a cost-based price. It is going to work at those prices 
which it knows are carrying a subsidy— the very things that have 
been the basis for the preservation of universal service. So you 
really have a vicious circle here when you start to recognize that if 
you do too much to burden carriers, you may actually create a 
higher incentive for bypass; and the balance point that the FCC 
has been trying to reach has been to push some of that subsidy to 
the end user, some of the burden to the carriers and create a bal- 
anced situation which would not promote an even worse situation. 
It is a very sensitive problem of balance. 

Mr. Hayes. Senator, if I may 

Chairman Packwood. I have used up our time. We are not going 
to have any votes, but the House Members may, and I want to give 
them a chance to ask questions. 

Mr. Wyden. 

Representative Wyden. I thank the chairman for his gracious- 
ness. 

Let me start, Mr. Smith, and ask you a question and start by 
telling you you that your company has been a good corporate citi- 
zen in my congressional district. We have recently computerized 
child care services in Portland. Your company was the first to 
make a donation to make it possible for working women to get 
these kind of services through computer, and I congratulate you for 
it. 

I am particularly concerned about the FCC's decisions as they 
affect the elderly and small business. Those are two constituencies 
that I think are important in any decision we make. And let me 
focus on small business for a minute. I am going to go slowly be- 
cause I think this is the key concept, certainly for this Member. 

Now, my concern is that small business in this country with re- 
spect to telephone service is going to be hit with a very, very hard 
one-two punch. By going to a measured service svstem as you have 
proposed to do in Oregon, a small business whicn generally makes 
a small number of long-distance calls but a large number of local 
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calls is going to be hit with a very large increase in basic phone 
service. That is punch No. 1. 

Punch No. 2, which in effect makes a bad situation worse, is that 
we have got the FCC's access charge decision, which even at the 
beginning is going to cost more than half of all the small business- 
es more each month just for access charges than they generally 
pay in long-distance charges. 

So my question to you is: Don't you think that we are being 
pretty hard on small business with these telephone changes that 
are being made? Small business creates most of the jobs in this 
country. My State is fairly typical. More than 80 percent of the 
new jobs come from small business, and I just cannot figure out 
why small business is being singled out through your kind of ap- 
proach, plus the FCC decision, for such a disproportionate share of 
the burden, given the fact they are where our economic growth is 
going to be. 

Could I have your response? 

Mr. Andrew Smffh. Certainly, Congressman. I think it may be 
inappropriate to suggest that small business has been singled out 
either by us or by the FCC in their actions. Our approach to basic 
measured service, as I think you know, in the State of Oregon 
filing is that it is our expectation that the majority of the custom- 
ers in any given class of service will realize a reduction in this 
fashion. There are some heavy users of small business— the real 
estate business that was mentioned by Commissioner Leisner previ- 
ously — and I think here perhaps we come to a difference of philos- 
ophy. 

It is my opinion that the user of the service, going toward a com- 
petitive environment, that the user of the service that uses it more 
must pay more for that service usage. And this is a philosophy, of 
course, that will allow us to keep the rates lower for the elderly, 
for the poor, if you will, and for the people who find it possible to 
use their telephone service a bit less driven by economic necessity. 

Now, to the extent that there is some need for support — ^and I 
realize that is the basic thrust of the two bills that we are funda- 
mentally considering — that should be targeted to those people who 
need that kind of help. But we will be working with those small 
businesses, as well as the large businesses and the other customers. 
We will start — I am not sure what month it is — giving them dupli- 
cate billing and working with them in order to help them see 
whether or not the present service they have serves them best or 
whether there are other alternatives. 

But we believe that with the changes that we are going through 
at this time that the alternative does not unduly burden that par- 
ticular aspect of business. At least that is our view at this time. 

Representative Wyden. I think the evidence shows that small 
business is going to be hit venr, very hard by these changes. The 
last study we have indicates that 62 percent of the businesses in 
this country made under $7 a month of long-distance calls. Now, 
the study is a few years old, but we are talking about $6 a month 
for access charges alone. And I would just hope that you would 
expand the universe of solutions that you are looking at in our 
region rather than just focus on this local measured approach for 
small business. 
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Do you consult with anv of the small businesses? 

Mr. Andrew Smith. We certainly do, Congressman. And one of 
the experiences we are realizing right now is a very significant 
trend of small business customers to measured service. As you 
know, in our State we have had some fairly significant increases 
prior to this divestiture consideration, driven by depreciation, infla- 
tion, and a number of other factors. But we do see a significant 
trend of small business on their choice going to measured service. 

Representative Wyden. But what I asked you is are the small 
businesses in support of the specific proposal you filed with the 
PUC in Oregon? I would find that very hard to hfelieve. 

Mr. Andrew Smffh. Congressman, it is like any other change in 
price. Some are and some are not. And generally the one who is 
going to emoy an increase is not as excited as the one who is going 
to enjoy a decrease. 

Representative Wyden. I thank the chairman. 

Chairman Packwood. Congressman Wirth. 

Representative Wirth. Thsmk you very much, Mr. Chairman. 

Gentlemen, thank you for being here. 

Could you first of all tell me if the rate increases that we see all 
across the country or requests for rate increases are as a result of 
divestiture? 

Mr. Andrew Smith. Congressman, I will pass that to someone 
else. Our company has no filings in at this time in any of our terri- 
tory. 

Mr. Wade. My answer is not quite as clean. We have a case that 
is not yet priced that we are deliberating with the Illinois Com- 
merce Commission. We do not have a specific filing yet, although 
we do have an inquiry to look at revenue requirements postdivesti- 
ture. 

Mr. Hayes. Congressman, there has been a good deal of conversa- 
tion about Texas. Since I am from Southwestern Bell, perhaps a 
few conmients would be appropriate. 

Representative Wirth. Does that constitute a yes or a no? 

Mr. Hayes. It is going to be a no. That case in Texas has three 
parts. It is a $1.7 bmion total filing. The three parts are very clear 
and very distinct. There is $754 million associated with access 
charges, replacement of toll contribution lost, and customer prem- 
ise equipment contribution lost on the intrastate side. 

We would not have that if we were not moving to a different 
pricing mechanism, but that is not associated necessarily with di- 
vestiture. 

The other two parts are these: one, a request for an increase in 
depreciation cost of approximately $450 million. 

Representative Wirth. And the third part? 

Mr. Hayes. And the third part is business as usual, which is $502 
million. 

Representative Wirth. So divestiture did not have anything to do 
with the increase in Texas? 

Mr. Hayes. As a matter of fact, it is very interesting. We are 
using forward costs, 1984 costs. That $502 million is only $20 mil- 
lion or so different from last gear's case, and if it does hieive some- 
thing to do with divestiture, it is this: we will no longer have our 
licei^ed contract and afHliated interest expenses as we have had in 
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the past, and our new relationship with the CSO will be cheaper 
than the relationship of the past. 

Representative Wirth. Any of the rest of you have any reaction 
to that? 

The reason I am asking is that we did an ancdysis in the Com- 
merce Committee of the rate increases that have been requested 
and granted in 1983, and went through the rationale for those or to 
all of those States working with the State PUC's. 

Let me say the following States cited the AT&T divestiture — in 
these proceedings in these States cited AT&T divestiture as one of 
the significant causes for a rate increase: the State of California, 
the State of Delaware, the District of Columbia, Indiana, the State 
of Maryland, the State of Missouri, New Mexico, Ohio — in fact, in 
the State of Texas that was cited in the discussions in front of the 
Texas State PUC— Oregon, Pennsylvania, South Dakota, Tennes- 
see. 

We just got the proceedings and went through and said what is 
the rationale. 

Mr. Hayes. Not representations by us, I can assure you. 

Representative Wirth. Well, whatever it may be, the State PUC 
then cited that as a rationale. 

Last year when Mr. Brown came down and testified before the 
subcommittee — and all of you remember the problem that we had 
getting examples of that — Mr. Brown said to us upward pressure 
on telephone rates as a result of today's competitive environment 
and inflation, not the modified consent decree, contrary to what we 
see in a whole lot of other statements. 

Mr. Staley had said, contrary to that, "After divestiture we will 
receive no subsidy. Local rates will have to double in the next five 
years to bear their share of the cost." 

Mr. Grossman, an AT&T spokesman in New York, said, "The 
long distance subsidy will be gone, and obviously the local compa- 
nies will be under a lot of pressure to raise rates, ' and so on. 

You will remember a lot of conflicting testimony between what 
Mr. Brown said — there will not be any pressure upward on rates 
because of divestiture — and a lot of local companies saying yes, 
there will be. 

Now, the point of all of this, to go back to some of the discussion 
we had this morning, that there are three parts of the rate in- 
creases which I think you in part referred to. One is the whole 
access charge question, what happens at the FCC. The second is 
what goes on with the State PUC s and your requests to them inde- 
pendent of what goes on at the FCC. And the third is what goes on 
in terms of the asset allocation between the parent and you all. 

Mr. Hayes. That is really wrapped up in the access charge part. 
Divestiture provides the timing, has telescoped the timeframe, but 
it is not necessarilv directly related to the change in the pricing 
structure. That is the point. 

Representative Wirth. Is that right? In the divestiture process 
you end up with more debt and fewer assets. Your rates have to go 
up to be able to serve that local customer basically. 

Mr. Hayes. Certainly. 

Representative Wirth. So, therefore, certainly the allocation of 
assets does have a lot to do with that. 
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Mr. Hayes. If that allocation — ^yes, it can have a lot to do with it. 

Representative Wirth. Mr. Chairman, my time is up. 

I just wanted to point out that again, so that people do not have 
a hope that we are going to solve all of the problems here with an 
access charge bill, we are not going to. 

You know, there are significant other problems of depreciation, 
there are problems of asset allocation between the parent and the 
operating companies and there are problems, you know, of how 
much are the State PUC's going to give you all when you come in 
for requests. 

Do you all agree with that? 

Mr. Staley. Mr. Chairman, may I respond to Congressman Wirth 
since he quoted me on doubling of rates? 

As you know. Congressman, I appeared before your subcommit- 
tee. 

Representative Wirth. I remember it very well, Mr. Staley. So do 
you, I know. 

Mr. Staley. You, of course, took me out of context at that time 
and also today. 

Representative Wirth. I am sorry. 

Mr. Staley. I said that the rates would certainly double, but they 
would double because of inflation, depreciation, interest, and other 
factors. 

I would only point out that we received a recent rate cased 
award in New York State, and it amounted to 2.1 percent after 
waiting for 11 months of deliberations. So I would say that that is 
not exactly out of order, taking into account what is happening 
today. 

Representative Wirth. I would agree that that 2.1 percent is not, 
Mr. Staley, and I am sorry if you were quoted out of context last 
year and this year when I read the statement and tried to under- 
stand it. And my apologies if it was. 

Mr. GuiNN. Congressman, I would like to respond also, since you 
referenced California. We have two rate cases pending. One of 
them is an access charge rate case which is tied to divestiture. But 
I think we have to keep in mind that what is causing the local 
rates to go up, and what is creating the need for access charges, is 
the introduction of competition which took place a number of ye€urs 
ago. Competition has been eroding the revenues and taking the toll 
subsidy away from the local companies. Divestiture, as was said by 
John, will telescope that. 

In terms of the other large rate case we have filed, it is for 
$1,248 billion. It is mostly depreciation, attrition and inflation re- 
covery. I would think there might be some small amount of in- 
creased divestiture costs, but they do not deal with the toll rate 
subsidy which I think is your implication. What they deal with is 
the fact that when we had an integrated Bell System, we operated 
more efficiently than we will after divestiture. 

For example, in my company we have got to put on nearly 300 
procurement people to do the purchasing where that was done cen- 
trally by Western Electric before. 

We do save some reduced costs, as John has pointed out, in terms 
of such items as the license contract costs. So the upward pressure 
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of the pure restructuring of divestiture, I believe, is quite small rel- 
ative to what we have been talking about. 

Representative Wirth. Thank you, Mr. Chairman. 

I would just like to point out that I think these gentlemen also 
have a major responsibility in the debt area, you know, to make 
sure that rates are going to go up if debts and assets are not prop- 
erly allocated in the divestiture process. We made that point last 
year. I think it is appropriate to make that point again. 

We do not have any control over that. You all do. On behalf of 
customers you have a major job to stand up to AT&T and make 
that case, which I am sure all of you are doing. I would just under- 
line that again. 

Thank you very much, Mr. Chairman. 

Chairman Packwood. Congressman Lent. 

Representative Lent. Thank you, Mr. Chairman. 

I want to welcome the witnesses here, particularly Bud Staley of 
New York Telephone, who is an old friend and does an outstanding 
job in my State in providing telephone service. 

I know. Bud, you do not like to be quoted out of context, and if 
you wanted to, you could quote Congressman Wirth out of context, 
and I am just going to take a little sentence from one of Congress- 
man Wirth's recent speeches where he says, in referring to the 
FCC access charge: 

As written, the access chai]^e order may provide the means for balancing the de- 
mands for affordable rates with the need to adjust prices to reflect an increasingly 
competitive environment. The FCC's plan minimizes the threat from bypass. It gives 
carriers the flexibility to formulate their access tariffs based on local conditions. It 
does not dictate huge local rate increases. The precise combination and amount of 
usage base and flat charges imposed on local customers will be set by the local tele- 
phone company subject to approval by the FCC. 

So everybody is entitled to change their opinion. 

Representative Wirth. Would the gentleman yield? 

Representative Lent. This one is only 4 months old. 

Representative Wirth. Mr. Lent, I agree completely with that 
statement. That is precisely the point that I have been making 
here, that no matter what we do on access charges, that is not 
going to solve the rate increase problem; that that relates to a 
whole variety of other elements as well, and we are fooling our- 
selves if politically we think that that is going to solve the problem. 
It is one part of a very complicated problem. 

Representative Lent. If I may reclaim my time, may I ask the 
gentleman if that is the case, why did he introduce the Wirth bill? 
Why did you this year introduce the Wirth bill to reverse the 
access charges, if you said in that statement that you thought the 
access charges were going to work out and be reasonable? 

Representative Wirth. The access charges were not working out 
and being reasonable. I think that that came after we had negotiat- 
ed very heavily with the FCC at the turn of the year trying to get 
them to get a better balance. And as I have pointed out in a discus- 
sion with the Chairman of the FCC this morning, we were trying to 
get that balance between economic efficiency and the social goals, 
and we did not get as far as we wanted to get. 

Representative Lent. OK. Well, I never quote anyone out of con- 
text anyhow. 
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But, Mr. Staley, you said in your prepared statement that prohi- 
bitions on b3rpass as contained in both the Dingell and Packwood 
bills are unenforceable and unworkable. Would you explain what 
you meant by that? 

Mr. Staley. Well, I meant that there would have to be some way 
of actually detecting the bypass to begin with. We have, when 
people order service — of course, you are talking about fraudulent 
bypass — when they order service we do not have the slightest idea 
of why they are ordering service. They may be ordering it to pro- 
vide additional features on their own service, or they may be pro- 
viding different operations with respect to their business. We have 
no way of determining why they are ordering that service. 

I guess the best example of having difficulty in trying to deter- 
mine and enforce illegal interconnection is what exists today. We 
have years of experience with this. We have had, for instance, 
people illegally interconnecting their telephones for quite some 
time. With the action taken whereby these telephones can be 
bought now, we have many, many illegal interconnections. We 
have spent hundreds of thousands of dollars on testing equipment 
and on testing hours, and it is absolutely impossible to detect il- 
legal interconnections. There is no way to enforce it. 

Representative Lent. We have had a lot of testimony — I think 
you mentioned it today in your prepared statement — the upcoming 
proposal of New York Telephone to the New York PUC for a life- 
line rate. 

C!ould you tell us how that would work and how can we be as- 
sured that the truly needy will be the beneficiaries of such a 
system? 

Mr. Staley. Well, the lifeline rate that we are proposing will be 
a flat $5 a month charge, and in the measured areas there would 
be zero calls allowed. We have, of course, measured service in the 
bulk of our territory. In those areas where we do not have meas- 
ured service, we would establish an equivalent service at a flat 
rate. We would propose that we not be the ones, of course, to set 
the criteria. There are many agencies in existence todays-State, 
local. Federal, private agencies. We would expect them to deter- 
mine the criteria, and this would be a very workable plan, from 
our viewpoint. 

Representative Lent. Could you just tell us very quickly how 
long your company has had measured rate service in New York 

aty? 

Mr. Staley. Well, we have had measured service for over 30 
years, and it is mandatory in New York City. I spent 28 ye€urs with 
Illinois Bell. We had measured service in Chicago for over 30 ye€urs. 

And in reference to the comment about its effect on small busi- 
nesses, I know of no cities in the country with more small business- 
es than Chicago and New York. 

Representative Lent. I thank the gentleman. 

Mr. GuiNN. I might add. Congressman, that we also have meas- 
ured rate service for small businessmen in California, and it seems 
to be working satisfactorily. 

Chairman Packwood. Congressman Gore. 

Representative Gore. Thank you very much, Mr. Cludrman. 
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I would like to add my welcome to our witnesses here today. This 
is an issue that has caused as much concern in the State of Tennes- 
see as any issue that has come down the pike in a long, long time; 
and none of you should suffer the illusion that it is going to die 
with a whimper in the Congress. 

In my judgment, the legislation pending before these two com- 
mittees will pass in the Congress. TTiere undoubtedly will be some 
amendments, but it will pass substantially in the form that it now 
has, in my judgment. 

Now, we simply cannot— I am sure you have heard a lot of state- 
ments already this morning about how strongly people feel about 
it, and I want to add to the weight of those statements, but I want 
to associate myself with them. 

We cannot allow the kinds of rates increases that have been pro- 
posed to take place. It just cannot be allowed. And whatever needs 
to be done and has to be done to prevent that, we are going to do it 
on an urgent basis. 

Now, you have all endorsed the FCC's access charge decision, is 
that correct? You all agree with that, and you have defended it as 
economically rational. I have studied accounting 

Mr. Andrew Smith. Congressman, there were a few qualifica- 
tions to that. I think I made it quite clear that we have some seri- 
ous concerns about the present form of docket 78-72, but the phi- 
losophy of its approach as originally established appeared to be 
workable. 

Representative Gore. Well, now, do you think it is economically 
rational to take the contribution of the long distance companies 
down to zero for the lines, poles, and equipment in the local service 
areas? 

On what economic principle is that based? 

Mr. Andrew Smith. I do not quite understand your question. 

Representative Gore. To put it all on the consumer on access 
charges, is that rational? 

Mr. Andrew Smith. Of course, the charges that are paid by the 
carriers, they actually still pay charges. They do not get their con- 
nections for nothing. 

Representative GtORE. Not for the jointly used plant. 

Mr. GuiNN. I thought I understood. Congressman 

Representative Gore. Let me stay with the same respondent 
here. 

They are not pa)dng for the jointly used plant under that deci- 
sion, are they? 

Mr. Andrew Smith. At the end of the 5-year period under 78-72 
that does phase to the end user, that is correct. 

Representative Gore. Under what economic theory can that be 
described as rational? I mean joint cost accounting is more of an 
art than a science. But I do not know who in the world has ever 
taken the position that it is rational to go 100 percent to one side 
and zero percent to the other. 

Mr. Andrew Smith. I think the rationale for it. Congressman, is 
that fundamentally the end user charges today are seriously below 
the cost of providing that end user facility, and the shifting period 
is simply a transition period to allow that full cost coverage to be 



Digitized by 



Google 



226 

picked up and covered on the basis of what it actually costs to pro- 
vide that service. 

Representative Gore. But that does not answer the question, 
with all due respect, and I interject because our time is so limited. 
It still does not answer the question. You have got the same facility 
being used by two services. 

Mr. Andrew Smifh. The facility today, however, for the end 
user. Congressman, is seriously underpriced. 

Representative Gore. That is not my question now. 

Mr. Andrew Smffh. But that is my answer. 

Representative Gore. Under this decision you have got the same 
equipment, the same facility used by local calls and long-distance 
calls. Now, we can argue about what percentage should be allo- 
cated between the two services, but to take the position and defend 
it as economically rational as if it comes out of some textbook, to 
take the position that it is rational to take all of it off of the long- 
distance calls and put all of it on the consumer, I know of no justi- 
fication whatsoever for that. 

Mr. Andrew Smffh. Let me make it clear. Congressman, that 
under the monopolv considerations that we originallv operated and 
developed universal service in this country and which we supported 
and did not offer to change — somebody said this was not our idea, 
this whole change. 

Representative Gore. But you have endorsed it. 

Mr. Andrew Smffh. Let me finish, if I may. May I finish? 

Representative Gore. Yes, please. 

Mr. Andrew Smffh. As we move from a monopoly environment 
with costs arbitrarily distributed for social purposes to what is al- 
leged to be a fully competitive environment — and that is the philos- 
ophy that is expressed in public policy at this point — this is an ab- 
solute necessity. 

Representative Gore. It is not fully competitive. It is partly com- 
petitive and partly exploitative. It is becoming competitive in the 
long-distance area, and the consumers are to be exploited in order 
to give the long distance providers a free ride so they can come in 
and use the joint facilities free of charge. 

Mr. Andrew Smith. Congressman, I think you overlook some of 
the other things available to the end user station. Costs have come 
down sharplv for both the residence customer and business custom- 
er; expanded service is available. I think your comparison is unfair 
and inappropriate. 

Representative Gore. Well, no service at all is going to be availa- 
ble to a lot of rural customers and a lot of residential customers 
that cannot afford it. In my congressional district and in the State 
of Tennessee, if this 128-percent rate increase — and I apologize, Mr. 
Clendenin, that my time has run out, and I have not had an oppor- 
tunity to have some questions directed to you — but if that increase 
goes through or an3rtning resembling it goes through, the percent- 
age of people without telephone service is going to jump dramati- 
cally and the quality of their service is not going to be very good at 
all. 

Chairman Packwood. Let me remind the members we will have 
a second go-round on questions. Try to hold them down to 5 min- 
utes on the first round, because we have so many of us. We will 
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come around and around as long as people want to ask. Let us 
move on to Congressman Corcoran. 

Representative Gore. Thank you very much, Mr. Chairman. 

Representative Corcoran. Thank you very much, Mr. Chairman. 

Let me say at the outset I regret that I was unable to be here 
this morning to hear the distinguished panel of public utility com- 
missioners, and I also regret that I probably will not be able to par- 
ticipate in the hearings through their duration today and tomor- 
row. But I am very appreciative, as I know everyone is, that the 
respective Commerce Committees in the House and Senate are con- 
ducting hearings on this problem at the moment. 

Let me also say in passing, Mr. Chairman, that the impression 
inight be, I suspect, that the public utility commissioners who par- 
ticipated in the panel this morning are relatively agreed as to the 
impact of the various legislative proposals which are pending in 
both the Senate and the House. However, I can assure you that 
they are not uniform. I know that the Illinois Commerce Commis- 
sion has many misgivings about the legislation that is pending. 

I might also say that while there is a concern about the impact 
of this decision from the Federal Communications Commission and 
other pending matters on a nationwide basis, my own particular in- 
terest is relative, of course, to my district and to the State of Illi- 
nois. 

And I am happy to note that Orm Wade, the president of Illinois 
Bell, is with us, and with your indulgence, Mr. Chairman, I would 
just like to focus my questions on the Illinois situation. 

It is my understanding, Mr. Wade, that the purpose of the Uni- 
versal Service Fund, which is created in both the Packwood legisla- 
tion and in the Dingell-Wirth legislation, is to provide a subsidy to 
rural and residential telephone customers. 

So my first question relates to the fund itself. I gather from a 
rather cursory reading of the legislation that the money would be 
provided from a surcharge that would be placed on the carriers and 
on their customers. And in that regard, I would like to know if you 
have had an opportunity to evaluate the legislation and whether or 
not you could tell us how much the carriers and customers in Illi- 
nois will pay each year into the Universal Service Fund? 

Mr. Wade. Congressman Corcoran, in a cursory way we, too, 
have had a chance to look at it and not comprehensively. My un- 
derstanding is the surcharge would be applied to the interexchange 
carriers providing service, and my assumption is that that would 
then be passed on to the customers who are using that service. 

I believe the amount would be measured in probably the tens of 
millions of dollars, something like that. 

Representative Corcoran. Do you have any idea how much Illi- 
nois might receive in return from that Universal Service Fund? 

Mr. Wade. The only numbers that I saw were in the $300,000 
range. j u- 

Representative Corcoran. Now, let me see if I understand this. 
You are saying that the amount of money that our consumers 
would have to cough up to this fund is in the millions, and the 
amount of money that we would get in return is in the range of 
$300,000? 
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Mr. Raymond Smith. If I may, Congressman, Pennsylvania is 
very similar in size and makeup to Illinois, and I happen to have 
the Pennsylvania figures which are about $140 million padd out 
and $2.6 million coming back. So many of our things are similar, it 
might be on that order. 

Mr. Wade. There is an issue, I think, that was discussed earlier 
when you were not here. Congressman, and that is the issue of the 
universality of service really being also a function of some nation- 
wide concern about the reachability of telephones everywhere 
across the country. We certainly recognize that. 

We do not contend that this is purely a regional issue, but I do 
think it is important to understand that there are some important 
differences. 

Representative Corcoran. Let me ask vou further with respect 
to the creation of the fund, might it not be better to have a state 
fund within which you could develop the internal flow of the subsi- 
dies which we are trying to correct? 

We are trjdng to resolve this change that is taking place. Might 
it not be better to do it within each State rather than on a nation- 
wide basis? 

Mr. Wade. I think that is an option that needs to be explored 
more fully. In fact, that was suggested earlier today by another 
witness. 

I also support the concept of focused, targeted relief in fairly de- 
fined and fairly narrow ways. 

Representative Corcoran. As you well know, the intention of the 
legislation before us is to provide some subsidy assistance to the 
rural and residential customers, and so I have a question in that 
regard. 

What will be the impact on rural customers in Illinois? How will 
they benefit from the Universal Service Fund? And how, for in- 
stance, would a poor family in Chicago benefit from this? 

Mr. Wade. Well, I am afraid we really cannot answer those spe- 
cific questions yet because there is still so much to be worked out 
in the administrative detail of just how it would work and just ex- 
actlv who benefits by what amount. 

obviously, in a broad-based subsidy or exchange of fund scheme 
there are going to be people who are providing support to others 
that makes no economic or rational sense. People who are on wel- 
fare will probably be supporting people who are very, very handily 
able to pay it themselves. 

Representative Corcoran. Thank you. 

Chairman Packwood. The present policy — and I will direct this, 
Andy, to you — the present policy on separations and settlements is 
one of long standing, right? 

Mr. Andrew Smith. Yes. 

Chairman Packwood. Under that policy, many States probably 
collect more money from their long-distance customers, and it is 
paid out to residential and rural customers in other States, is that 
correct? 

Mr. Andrew Smffh. That is correct. 

Chairman Packwood. We had the PUC Commissioners today, 
and I believe the FCC says that the present separations and settle- 
ments policy does not differ significantly from the bill that either 
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' Congressman Wirth and Congressman Dingell have introduced, or 
I have introduced. 

Mr. ANDREVi^ Smith. I heard that statement, Mr. Chairman. The 
problem with it is, of course, that while the policy may be very sim- 
ilar the actual amounts of dollars appear to change significantly 
under this proposed legislation, PNB, for example, under the exist- 
ing separations and settlements, is about a zero company, no in or 
out fiow. Depending upon which of the funds you look at, we can 
range up to as high as a $25 million annual outflow from PNB 
under this proposal. 

Chairman Packwood. If it is going out of Pennsylvania and New 
York and California and Oregon and Washington, where is it going 
to? 

Mr. Andrew Smith. Florida. 

Chairman Packwood. All of it is going to Florida. 

It cannot be going out of every place and not into some place. 

Mr. Andrew Smith. That is a zero sum game, and there were 
two mentioned, I believe, here, Florida and Alaska, which are a 
couple, and I am sure it bears investigation. But that is our partic- 
ular situation. 

Mr. Staley. Senator, may I also comment on that? 

Chairman Packwood. The reason I want to ask Andy a few more 
questions is because I have got to go to vote, and I want to follow 
some sequence on this. 

A year and a half ago, when you and I were working closely on 
S. 898 and I was meeting with Charlie Brown, this was our divesti- 
ture bill that passed here, and it passed before the consent decree 
and then sort of died in the House and became moot. 

You will recall at that time we were aware that the FCC was 
working on their access charge concept, and we were a little wor- 
ried that they might change it, and so we wrote into S. 898 in es- 
sence what is in the provision of my bill now. 

We statutorily required the FCC to continue their subsidy policy, 
and at that time that provision was acceptable to AT&T and the 
operating companies. In fact, as you and I specifically recall, they 
had a fair hand in drafting it. 

I am curious what has changed in the year and a half? 

Mr. Hayes. Bypass for one thing. That is the biggie. 

Chairman Packwood. B3rpass, Mr. Hayes is sa5ring. It was not as 
bad then as it is now. 

Mr. Andrew Smith. Of course, in the plain size of the competi- 
tive carriers, the other common carriers have changed very signifi- 
cantly over that period of time. 

Chairman Packwood. Well, it seems to me you have two ques- 
tions. One is the philosophy of the subsidy and the argument does 
it go out of Illinois and into Arkansas, does it go out of New York 
and into Florida, where does it go. And that is an argument that 
we face in this Congress all of the time. It does not matter if it is 
revenue-sharing formulas or anything else. Does New York win, 
Oregon lose, or vice-versa. And that is always a legitimate ques- 
tion. 

But it would seem to me at some stage there has got to be some 
operating companies that gain and some that lose, if that is going 
to be the issue. 
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Mr. Andrew Smith. I guess the real question that is my personal 
concern, Mr. Chairman, in this whole arena is the size of the pro- 
posal. It appears to us that to meet the need that you are express- 
ing in the philosophical approach to your legislation, that of taking 
care of those that cannot afford to pay for telephone service, but 
certainly based on the rather detailed study that we have, the size 
of that problem is significantly less than wnat the answer would be 
provided from your proposed legislation. 

The other aspect that is of great concern, I think, to all of us is 
the b3rpass problem which is increasingly sapping revenues and fur- 
ther aggravating the problem of that person who cannot pay for 
their telephone service. 

Let me just go one step further, if I may. I wonder whether or 
not there is not a more limited approach to legislation bringing 
those two elements together that would be worthy of consideration 
for the committee. 

Chairman Packwood. It may be. We are going to have all of 
August to work on this before we start our markup, and all of 
August is not all that long a period of time when we start our 
markups in September. 

But I want to come back to the philosophy. One, you are all wor- 
ried about a b3rpass. I understand why you are worried about 
b3rpass. We are worried about b3rpass, because if we go ahead with 
a subsidy system and we drive people off the system that is going 
to be the subsidy, there is no subsidy, and we have not achieved 
the goal that we would like to achieve. And all we have succeeded 
in doing is destroying the long lines and having a lot of profitaJble 
b3rpass systems and people who cannot afford rural telephones. 
TTiiat is something I do not think any of us want to reach. 

If we can reach the b3rpass problem, if the FCC says yes, by and 
large we can reach it, we can find a way. 

Mr. Andrew Smffh. Identification? 

Chairman Packwood. Yes. Then it seems to me that solves your 
b3rpass problem. And then you come back to the philosophical prob- 
lem of should we be using long distance charges to subsidize resi- 
dential and rural — long distance, whether they use your lines, or a 
private satellite system, or their own lines in house. 

If we can solve that, should we have the subsidy, and that comes 
down to the concept of user charges versus subsidies. 

Mr. Andrew Smith. And the size, I think. 

Chairman Packwood. I understand that. 

Mr. Andrew Smfth. I really feel that the action that was taken 
by this committee in the legislative proposals had a very signifi- 
cant impact on the change in the FCC's 78-72. We are disappointr 
ed. It kind of went both directions. It helped the consumer on the 
short term, but on the long term may hurt them more seriously 
than before. 

Chairman Packwood. Let me give you just one- word <rf advice, 
and then I am going to go, and there is no one else here to ask you 
questions, and I think we will let this panel terminate. 

I think vou play a very dangerous game if you cite these figures 
about $100 million out of New York and $6 million in, because if 
that is true, where the heavy concentration of long-distance users 
is located, which may be in 8 or 10 States, then at least in the 
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Senate you are playing a losing game, because every one of those 
other 40 or 42 States are going to say you mean to say that we can 
get all of this money from New York and Pennsylvania and Cali- 
fornia on their long distance? 

I think it is a dangerous game for you to get into, because inevi- 
tably there are more small rural States than there are big, im- 
mense urban centers. 

I have got to stop because that buzzer means I have got 7 min- 
utes to get to a vote, and I have no more questions of the panel. 

^ain, you have been very, very tolerant. 

We will adjourn the hearings for about 15 minutes, and I will get 
back for the last panel. 

[Recess.] 

Chairman Packwood. Let us come back to order and take our 
last panel, if we might. 

Mr. Nehring, Mr. Snedaker, Mr. Copsey, Mr. Ware, and Mr. 
Keen. 

Have you fellows been listening all day? I hope you were not 
planning to catch the 4 p.m. plane back to Arizona. 

Mr. Nehring. I would not miss tomorrow for anything. 

Chairman Packwood. Why do you not go ahead, Mr. Nehring? 

STATEMENTS OF ROLLIE NEHRING, PRESIDENT, ARIZONA TELE- 
PHONE CO.; ROBERT SNEDAKER, PRESIDENT, UNITED TELE- 
PHONE SYSTEM; EVAN COPSEY, PRESIDENT, FIDELITY TELE- 
PHONE CO.; LAWRENCE WARE, MANAGER, GARDEN VALLEY 
TELEPHONE CO.; AND JACK KEEN, PRESIDENT, WESTERN NEW 
MEXICO TELEPHONE CO. 

Mr. Nehring. Thank you, Mr. Chairman. 

My name is RoUie Nehring. I am president and msgority stock- 
holder of Arizona Telephone, headquartered in Phoenix, Ariz. We 
serve 10 areas in Arizona. We are a prime example of a small com- 
pany serving isolated high-cost areas, which involve some 5,300 
square miles about the size of the State of Connecticut within 
which are located 1,450 customers with about 1.8 per route mile of 
line. 

I appear today as an individual, not representing a trade associ- 
ation, although we are members of a number of the trade associ- 
ations, both national, regional, and State. 

I am a member of the USITA board of directors, and a member 
of the executive committee which has tussled with these policy 
problems frequently over the last year. 

I appreciate the opportunity to testify. This makes it No. 5 for 
me before a combination of the Senate and House committees 
starting back in 1976. I hope we are nearing that end of the cycle 
in the 7-year average life of major legislation. 

Due to industry involvement and feuniliarity with the exchange 
operations of many other companies, I believe I can speak for 
many of the other small companies serving similar areas to what 
we have. 

In Arizona and across the country and particularly in the West, 
we do have these isolated, remote areas. Perhaps Havasupai is our 
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best known example of universal service where 350 native Ameri- 
cans are served at the bottom of the Grand Canyon. 

My written testimony addresses S. 1660 only because I did not 
receive the House bill in time to get the statement on its way, and 
I limited my comments to S. 1660 to basically policies and objec- 
tives of the bill. 

I see no reason after having read the House bill why they C£umot 
be blended both philosophically and in most details. And I state at 
this time that I speak in support of both bills and the policies and 
objectives they set forth. 

I will be happy to answer any questions regarding the details on 
any of the bills the Congressmen and Senators may choose. From 
the many questions raised earlier, it remains apparent that there 
is a lot of haze about the impacts which directly will affect the suc- 
cess of the deliberations on the resolution of philosophy. Therefore, 
perhaps I could use our small operation as a bit of a model to atr 
tempt to move away from the discussions of billions and talk about 
some of our actual 1981 operations to identify impacts of a high- 
cost company. 

Our investment per access line is about $3,500. If anyone would 
like to later question how we arrived at those amounts or whether 
we have gold plated, I would be glad to answer questions on that. 

We are allowed a rate of return based on revenue requirements, 
and for the investment we have, our revenue requirements for 1981 
were $1,341,000, which equates to about $100 per month per access 
line. That is what it costs us to operate in these areas. And it re- 
sulted in a rate of return of a little over 9 percent, which is quite 
acceptable. 

Now, of that $1,341,000, our local revenues only generated 
$157,000. That is still an average of $11.70 per month per access 
line. Our toll, both intrastate and interstate, amounted to another 
$549,000, which is $40.83 a month, so that is what our customers 
generated, basically a toll of $53. Well, obviously if our cost is $100, 
there is $47 coming from somewhere else, and that is an amount of 
$635,000 that comes from the support, or if you will, the subsidy 
under the present Ozark settlements. 

The question then is where does the $47 come from in the 
future? If we pass that on to the customer, he will be pa3dng that 
amount plus the $11.70 average now, for a total of $58, and we 
simply will lose many of them, if not all of them. 

So in conclusion, I would like to say I support the policies and 
objectives regarding universal service of both bills. I disagree with 
the shift all of NTS costs to the customers. It should be shifted to 
the carriers on a usage sensitive basis. 

I support the provisions of the universal fund for support of the 
low-density/high-cost areas. I feel the Federal and State r^ula- 
tions should be consistent, but the State regulators really should be 
left with a maximum of flexibility. 

There is one other item regarding relief, and that is the double 
whammy of low-density toll routes which are more expensive, and 
if we are to pursue. 

Chairman Packwood. I have got to ask you to wrap up, Mr. 
Nehring. 
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Mr. Nehring. Cost-sensitive pricing there, we are in trouble, and 
the averaging there should be looked at very hard. 
Thank you, Mr. Chairman. 
[The statement follows:] 

Statement op Roland G. Nehring on Behalf op the Arizona Telephone Co. 

Mr. Chairman and Members of the Committee, my name is Roland G. Nehring. I 
reside in Phoenix, Arizona and am the organizer, principal stockholder and presi- 
dent of Arizona Telephone Company. My formal educational background consists of 
a B.B.A. in accounting and a Degree of Law obtained from the University of Wiscon- 
sin. My experience in the telephone industry began in 1961. In 1968, 1 started Arizo- 
na Telephone Company to serve unserved areas in the state of Arizona. Our oper- 
ation presently consists of ten exchange areas serving 1450 customers and is a 
prime example of high cost low-density areas located in the more remote areas of 
Arizona with 1.8 customers per route mile of telephone plant. Our best known ex- 
change operation is located at the Havasupai Indian Reservation at the bottom of 
the Grand Canyon where approximately 350 native Americans reside. 

Thank you for the opportunity to testify at this hearing and to express my overall 
support for the policies and objectives of the Universal Telephone Service Preserva- 
tion Act of 1983. I have had occasion to testify a number of times in the past start- 
ing with the initial hearings before Congressman Van Deerlin's committee on Sep- 
tember of 1976 and concluding most recently with testimony before this committee 
on June 16, 1981 concerning S. 898. 

I've tried to articulate through all these years the concern of the small companies 
serving the high cost low-density areas for both constructing plant and maintaining 
it to ensure qualify of service at reasonable and affordable rates. That concern for 

g roper pricing for basic telephone service has not changed since 1976 as evidenced 
y a quote from my statement involving that hearing as follows: 

"If, therefore, we are to change our pricing approach to usage pricing — the cost of 
providing the service, it will preclude many of our customers from service due to the 
monthly rates required and the charges for maintenance calls to their specific site. 
The end result, I feel, is that we will lose customers and be forced out of business." 

My concerns in 1976 involved the prospects of the new competitive entrants selec- 
tively skimming our best customers and our concern over loss of the customer ter- 
minal investment base which would result in local rate increases. By 1981, while 
testifying on S. 898, my concern was directed to the threatened replacement of cur- 
rent settlement procedures by access charges with the plea that the access charges 
must be adequate to replace the revenues lost through the change in settlement pro- 
cedures. That evolutionary process in re-structuring of the telephone industry has 
now developed into full scale revolution. 

During the latter testimony, I estimated that our local rates could increase by as 
much as $20.00 per month. In the following testimony, to better understand the 
pending economic impacts on our small company rural operations, I will utilize our 
own company's statistics. Hopefully, this will be of value in testing the reasonable- 
ness and appropriateness of the policies and objectives contained in this Bill. With 
each passing year and series of hearings, the impact on our customers local rates 
becomes more adverse and could be approximately $40.00 more if the FCC system of 
access charges are adopted. 

The common carrier segment of the telephone industry has asked through the 
years that Congress pass legislation to establish clear national policv regarding tele- 
communications service and particularly universal service. Our industry has never 
been able to reach concensus within its ranks on how universal service was to be 
achieved for all of the diverse operations in this nation with the advent of competi- 
tion. I support the approach of this Bill because it clearly sets forth the intent of 
Congress regarding universal basic telephone service and that high monthly flat 
rates on the end user should not be permitted since that would be detrimental to 
the survival of universally affordable telephone service. S. 1660 places its emphasis 
on usage rather than flat rates. 

With public policy so clearly stated, the industry and its regulators should now be 
able to work out the details that will ensure that this country maintains its infra- 
structure of basic telephone service. During testimony on S. 898 other telephone wit- 
nesses stated that legislation would raise rural rates appreciably and to a greater 
extent than urban rates, although those increases would not happen all at one time. 
There was also general support for equitable access charges for connecting interex- 
change channels to the local exchange facilities of a carrier as a means of replacing 
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revenues lost through changes in the settlement formula. When I referred to a revo- 
lution in our industry, it is clearly demonstrated that in just two years, it is now 
commonly recognized that drastic increases in rural areas and for residential serv- 
ice are imminent and furthermore, that the settlement revenues have not (mly been 
diminished but will be totally replaced by access ch^ges. Unlike ti^e oontemplatkm 
of usage access charges under S. 898 however, the FOG under Docket 78-72 and 80- 
286 placed all of those access charges for non-traffic sensitive plant on the end user. 
This Bill which establishes an access charge system based on usage is fair because it 
gives the user the option of "buying" as much service as he or she desires. A hi^ 
flat rate on the end user as a primary means for local telephone companies to 
obtain their revenues does not leave the end user with any choice c^ payment 
whether they are heavy or light users. 

Probably the only semblance of a naturcd monopoly still existing in the telephone 
industry is the facilities of the exchange companies since they are still required to 
serve everyone whether they be large or small users and are looked upon as the 
providers of last resort. Those who selectively bypass exchange facilities for their 
particular economic or other reasons and cause migration of users and revenues 
from the local exchange, either directly, indirectly, or on a nonconnected basis 
should pay some support for maintenance of basic communications. Even non-con- 
nected private systems will "leak" transmissions to the local distribution networks 
across the nation. S. 1660 addresses the bypass problem which has troubled the 
larger telephone companies for so long. 

This Bill addresses a very complex situation. The answers to obtaining lost rev- 
enues via access charges on one hand seems to be very simple and yet it raises very 
difficult problems in maintaining universal service at the same time. The complex- 
ity of simple answers and the raising of difficult problems is akin to this nation's 
financial difficulties where budget deficits must be weighed against higher interest 
rates and inflation. 

For years the hue and cry has been cost causer — cost payer. We have now seen 
the FCC position emerge to use flat rate charges on the end user regardless of 
usage, simply on the basis that the nontraffic sensitive plant is there and available. 
Placing all access charges on the end user as the cost causer is not pure or clean. 
Why should someone who is a few blocks from our switching center pay the same 
monthly access charge as someone who is located many miles away and has caused 
substantially more investment to tie him to the network? 

This Bill fortunately looks to usage access charges to provide the funds for most of 
the universcd service costs in excess of 110% above national average costs and per- 
haps it should provide for all excess costs. The Bill utilizes "poolinjr' which is essen- 
tial to the survival of universfd service in high cost areas, particularly those areas 
served by small companies who do not have the size for diversification or affective 
averaging within their own operations. For example in Arizona, Mountain Bell can 
average their low density areas with the Phoenix and Tucson urban operations. Ari- 
zona Telephone cannot do so and could be placed in a position where our rural ex- 
change rates by comparison to an ac|jacent similar density Mountain Bell exchange 
could be many times higher, even though we are operating at our efficient best. An- 
zona Telephone should not be penalized for having extended universcd service in the 
first place, simply because it has no high density areas to average into the low-den- 
sity, high cost areas. Pooling will serve to normalize charges not only within general 
exchange service areas within a state but within the entire nation. 

As I have previously commented, it is absolutely necessary that all present reve- 
nue requirements will be satisfied on a usage sensitive basis rather than a flat rate 
and end user basis in order that universal basic telephone service can survive. 
Under the FCC proposal, the pendulum has swimg totally from the point where 
long distance revenues were subsidizing local rates to that where local rates are 
now subsidizing long distance. The interexchange carriers will be allowed fiee 
access to our non-traffic sensitive plant since our end users will be paying that obli- 
gation. I see no reason why the interexchange carriers and private systems should 
not pay a significant portion of the NTS plant costs based on a usage basis. "Hie 
plant is in place for the interexchange carriers to access and utilize in making a 
profit. If the existing local facilities were not already in place, those interexchange 
carriers would have to build their own distribution facilities at considerable cost to 
them. 

Congress must confirm the policy for continuing the support pa3rments, revenue 
sharing, or if you will — subsidies for the rural areas to ensure the survival of Uni- 
verscd Basic Telephone Service. The standards, formulas, and rules developed to- 
date are hazy and at best very difficult to understand even for members of the tele- 
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phone industry. Please permit me to summarize the bottom line costs and revenue 
requirements of our operations for the year ending 1981. 

Our net investment for rate-making purposes was $3,884,000 on which we earned 
$363,700 before payment of interest. That is a 9.4 percent rate of return. Tlie reve- 
nue requirements for that year were $1,341,000 or about $100.00 per access line per 
month. Our customers paid an amount of $53.00 per month for local and toll usage. 
That means that $47.00 per month came from the settlement process to meet Uie 
revenue requirements which resulted in our 9.4 percent rate of return. 

If we were to charge our customers another $20.00 per month for interstate 
access, their total monthly pa3rment increases to an average of $73.00. If we then 
also mirror the federal access charges with state access chafes, another $20.00 per 
month must be added to our customers costs, for an accumulated average monthly 
total of $93.00 per customer. At this point we have almost met our revenue require- 
ments of $100.00 monthly, but we will have lost much of our customer base due to 
unwillingness or inability to pay the increased monthly pa3rments. Therefore, I reit- 
erate that Universcd Service cannot survive in our areas unless the policies of this 
Bill are adopted. 

Without legislation, there will be no incentive for big or small companies to pro- 
vide good service in the rural areas nor to upgrade to the latest state of the art. We 
have been down the road before where extremely high aid in construction costs 
made it impossible for rural customers to obtain telephone service. The REA pro- 
gram was developed for that reason. We'll be moving back to that situation without 
legislation. The FOC access charge plan would discourage utilities from not only ex- 
tending service but from upgrading it and adequately maintaining it as welL The 
parity of service between rural and urban America will have been lost. ' 

Finally, the rural customers face a double "whammy" due to the proposed deaver- 
aging of toll routes. Our areas are served via low density toll routes which under 
deaveraging wiU result in greatly increased rates. For the good of all America, aver- 
aging should be maintained. 

There are a number of housekeeping matters that involve language clarity that I 
am sure will be addressed by othrs testifjdng on this Bill and by the Committee 
Staff so I wiU not dwell on those items. It is imperative that Congressional national 
public policy regarding universal sevice be established now. In my opinion, the FOC 
nas strayed too far and has had court reversals even on some of its decisions. The 
state regulators and the telephone companies need that policy established immedi- 
ately since many are awaiting your decision before adopting state plans that will 
mirror the federal rules and policy. J 

Jurisdiction questions have been resolved by the Bill and state and federal regula- 
tors are now placed in a position where they can establish the mechanisms and par- 
ticipate in the joint decisions affecting the Universcd Basic Telephone Service of this 
nation. I am certain that there is sufficient talent within the industry to work with 
the regulators to ensure that the best telephone system in the world will be pre- 
served. Thank you. 

Chairman Packwood. Thank you. 

Mr. Snedaker. 

Mr. Snedaker. Chairman Packwood and Chairman Dingell, I ap- 

Ereciate the opportunity to appear before this joint hearing. I am 
ere to represent the views of United Telephone Co. as well as the 
views of the United States Telephone Association, an independent 
telephone association which has 1,432 members. 

As indicated in my written statement, we generally support the 
FCC access charge plan. The plan is a reasonable, workable, and 
economically sound means to resolve the problems created by the 
introduction of competition into the long-distance telephone 
market. 

It is United's and USITA's position that the modification voted 
on by the FCC to limit the end user charge to residential customers 
to a maximum of $2 per month yesterday will help reduce the 
impact in the first year of access charges to a level that should not 
be burdensome, and which in my opinion would not adversely 
affect universal telephone service in this country. 
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The lengthening of the transition period to 6 years will likewise 
soften the impact through the period. 

As you know, the FCC spent approximately 5 years examining 
all of the issues, compiling an exhaustive record, and considering 
the views of all interested parties before reaching their decision. 
USITA and United both participated in that process. 

I might add that during the process we learned quite a bit and 
did modify our position. We became convinced that the recovery of 
nontraffic sensitive costs from end users should ultimately be made 
on a flat rate basis although the transition mechanisms are very 
important to consider. 

Universal service obviously is a very important part of our con- 
sideration. It is in USITA and it is in United. The ability of cus- 
tomers to place calls to all other subscribers certainly enhances not 
only our ability to conduct a viable business, but contributes to our 
national overall economic, social and political development. 

In order to sustain universal service in a competitive telecommu- 
nications environment, though, the contributions, which could be 
justified only in a monopoly area — that is, the subsidies — must be 
substantially reduced, and the price for services must be based on 
their cost. 

Thus, we believe the FCC access charge plan is needed to help to 
preserve universal service for the long term, which was pointed out 
by the earlier panel, and is not a threat to universal service. It will 
not produce increased revenues to local telephone companies. 
Indeed, the net impact of access charges on all customers on a na- 
tionwide average basis under the present setup would be zero. It is 
just a shifting from one group to another. 

Long distance rates were predicted today, and we will agree, will 
probably drop 15 to 40 percent, both interstate and intrastate. In 
fact, there are companies in the Bell System — Ohio Bell, for exam- 
ple, has filed for a 40-percent reduction in intrastate long-distance 
rates within that State. 

Telephone bills paid by many customers may not increase as 
much as feared by some, and that was discussed today also. We es- 
timate for those customers who generally make $20 to $30 per 
month in long distance, it would come out about even, and obvious- 
ly, those making more would come out ahead. 

The universal service fund contained in the FCC's access charge 
plan will provide revenue support to high cost companies to protect 
their customers against extraordinary rate increases. The high cost 
factor recommended by the Joint Board to fund the support is esti- 
mated to total approximately $1 billion and maybe more as a result 
of yesterday's action by the FCC. 

The FCC is developing, as we heard this morning, a postimple- 
mentation monitoring procedure that should enable them to make 
any adjustments that are appropriate. And lifeline service, which 
was discussed, we believe is aimed at the people who need and who 
will benefit from that particular option. 

So we respectfully urge Congress not to enact corrective legisla- 
tion at this time. Some observers believe there is an imm^ate 
problem caused by several recent large local cases mentioned here 
today, but as was questioned today, these requests reveal that a lot 



Digitized by 



Google 



237 

of the revenue requirements are not generated by the pending im- 
plementation of access charges, but are attributed to other factors. 

So in conclusion, we think that the plan that the FCC has come 
up with will work. It will enable our industry to continue to be an 
efficient provider of telephone service to the public in the future 
while permitting customers to enjoy all the benefits of competition 
in a deregulated telecommunications environment. 

[The statement follows:] 

Statement of R. H. Snedaker, Jr., President, United Telephone System, Inc. 

My name is Robert H. Snedaker, Jr., and I am President of United Telephone 
System, Inc. I am also First Vice President of the United States Independent Tele- 
phone Association (USITA). There are 1,432 Independent Telephone Companies 
serving 59 percent of the nation's geography, and 35 million telephones, with 
192,000 employees and $41.9 billion invested in telephone plant. My Company pro- 
vides certain managerial, administrative and professional (e.g., legal, accounting, en- 
gineering, etc.) services, on a consolidated basis, to the 22 operating telephone com- 
panies, doing business in twenty states,^ that comprise the "United Telephone 
System.'' A United States map, with the UTS operating areas shaded, is attached 
hereto as Exhibit No. 1. The UTS companies are subsidiaries of United Telecommu- 
nications, Inc., a Kansas-based holding company. 

UNITED TELEPHONE SYSTEM 

The United Telephone System is the second-largest Independent (non-Bell) tele- 
phone system in the United States. At year-end 1982, the UTS companies served 
almost three million telephone access lines in approximately 3,000 rural and subur- 
ban communities. The UTS companies had $5.35 Billion invested in Telephone 
Plant, employed 25,560 persons, and generated $1.83 Billion in local and long dis- 
tance revenues. A copy of page 44 of the 1982 Annual Report of United Telecommu- 
nications, Inc., which gives certain UTS statistics, is attached hereto as Exhibit No. 
2. 

As a mcgor provider of basic telephone service in this nation, we are vitally inter- 
ested in the preservation of universal service. Our customers are not just our pri- 
mary source of income— they are our primary concern in our management and op- 
erations decisions, as well as in the positions we take on proposed telecommunica- 
tions legislation. We want and need to be able to price our service within the range 
of affordability of our telephone customers; when customers ''drop-off' or bypass the 
network for economic reasons, we lose too. 

ACX^ESS CHARGE PLAN 

Thus, I am most appreciative of this opportunity to share with you our reasons 
for supporting the basic tenets of the FCC's Access CJharge Plan (Docket No. 78-72) 
and, at this time, opposing legislation which would impede its implementation. I 
must observe, in that regard, that the FCC has professionally discharged its respon- 
sibility as the executive agency expert in telecommunications matters by conducting 
an exhaustive five-year investigation, giving all interested parties repeated opportu- 
nities to make their views known, compiling a complete and open record, and reach- 
ing an informed judgment based both on the evidence and sound economic princi- 
ples. 

The FCC substantially adopted the general concepts espoused by USITA and UTS 
and, accordingly, we strongly believe that the Access Charge Plan is the best possi- 
ble solution to the complex problems resulting from the introduction of competition 
into the intercity market. Thus, we respectfully urge dJongress not to disregard it 
lightly. In particular, we urge you to give the FCC's Access d^arge Plan an opportu- 
nity to work. 



> Arkansas, California, Florida, Indiana, Iowa, Kansas, Minnesota, Missouri, Nebraska, New 
Jersey, North Caroline, Ohio, Oregon, Pennsylvania, South Carolina, Tennessee, Texaa, Virgin- 
ia, Washington, and Wyoming. 
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SUBSIDIES 

We believe that access charges are necessary in a competitive environment; that 
the existing division of revenues and settlements process (and resulting cross-subsi- 
dies) was justifiable only in the monopoly era. The controversy arises when the 
system of subsidies long-embodied in the toll settlements process is abandoned, and 
the true cost of service is assessed against the cost-causers. 

The subsidies embodied in the current toll settlements process (the Ozark Plan, 
contained in the NARUC/FCC Separations Manual) result from the allocation of 
the investment costs and associated expenses of Non-Traffic Sensitive plant (or the 
"local loop" — the dedicated facility between the telephone company's central office 
and the customer's premise — see Exhibit No. 3) between local and toll services. The 
current allocation, (known as the Subscriber Plant Factor), which has been frozen 
by FCC order since April, 1982, assesses about 3.3 times the amount of NTS costs to 
toll service than relative use would reflect; the excess revenues thereby produced 
constitute a non-targeted subsidy to local rates. 

Such subsidies cannot be justified in a competitive environment; not only would 
they distort the competitive process and encourage uneconomic plant investment, 
but they are an unsatisfactory means to address what is essentially a lifeline or wel- 
fare issue. In order for customers to be able to enjoy the benefits of competition, 
competitors must be able to price their services based upon their costs as deter- 
mined by their own efficiencies. Assessment of large subsidies against interexchange 
carriers will only inflate the price of their services to their customers, which may 
replicate the private bypass threat caused by the current loading of toll usage 
charges. Moreover, widespread subsidies reduce the incentive for efficiency to recipi- 
ent telephone companies. Finally, such non-targeted subsidies flow to all customers 
regardless of their need, thus diminishing the amount of the benefit available to 
assist those with a real need. 

Thus, local service should not be unnecessarily subsidized. Both USITA and UTS 
believe that at the end of an appropriate transition period NTS costs should be re- 
covered from end-users, with the exception of those costs subsidized by the FCC's 
permanent Universal Service Fund. The local loop is a pair of copper wires between 
the customer's premise and the local telephone company central office, which is ex- 
clusively dedicated to an individual customer to receive as well as place both local 
and long distance calls. A flat-rate charge is appropriate to recover those costs, be- 
cause they are fixed regardless of the amount of usage of that dedicated facility. 

PUBUC CONCERN 

Recent local rate increase requests by large telephone companies (particularly in 
Texas and California), as well as other filings, have raised genuine concerns among 
many telephone customers and their representatives. However, we believe that it is 
important to identify what portion of such requests is due to the proposed imple- 
mentation of the FOC's Access Charge Plan, and what portions are attributable to 
the Modified Final Judgment, increased capital recovery (depreciation) needs, and/ 
or higher rate-of-retum requirements. 

If there were no other pressures on local rates, the net impact of the imposition of 
access charges on all customers nationwide would be zero. In other words, the in- 
crease in a customer's bill due to access charges will be offset by a corresponding 
reduction in his (or her) long distance charges, on a nationwide average basis. It 
should be clearly understood that access charges, offset by reduced long-distance 
usage rates, will not produce increased revenues to local telephone companies. 

In that regard, access charges also mean that customers in some states will no 
longer be called upon to subsidize customers in other states. An example from the 
United Telephone System illustrates this point. The United Telephone Company of 
Ohio and the New Jersey Telephone Company both have NTS revenue requirements 
per access line of about $30.00 per month. Yet, the Ozark Plan (specifically, the Sub- 
scriber Plant Factor) allocates different amounts of their respective NTS costs to in- 
terstate toll service, largely as result of holding-time and average-length-of-haul (dis- 
tance) factors. Whereas, the Ohio Company's allocation to the interstate jurisdiction 
is only $6.00 per access line per month, the New Jersey Company's interstate alloca- 
tion is $13.00 per access line per month. 
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DISTORTIONS PRODUCED BY SPF 
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Ab you might suspect, local rates in Ohio are signiHcantly higher than in New 
Jersey. Such distortions, caused by allocations of fixed costs on usage based formu- 
lae, cannot be justiHed in a competitive environment. 

The Universal Service Fund contained in the FCC's Access Charge Plan will pro- 
vide a targeted subsidy to the high cost telephone companies, to protect their cus- 
tomers against extraordinary increases. Indeed, the High Cost Factor proposed by 
the NARUC/FCC Joint Board (Docket No. 80-286) to fund this substantial subsidv 
(estimated to total approximately $900 million in 1984), is structured so that no end- 
user will be assessed an interstate charge for NTS costs more than about 50 percent 
of the nationwide average accessline costs. 
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Also, consider that local telephone rates are currently a comparative bargain. In 
the United Telephone System, residential one-party rates range from a low of $3.65 
in the State of New Jersey to a high of $20.25 in Ohio, per month. In that regard, it 
should also be noted that whereas the Consumer Price Index has increased by 193 
percent in the last ten years, the total average price of telephone service has in- 
creased by only 63 percent. (See Exhibit No. 4). 

In addition, the conversion to access charges means that interstate and intrastate 
long distance rates could likely decline, from as much as 15 percent to 40 percent 
over the transition period. Thus, the total telephone bill paid by manv customers 
may not increase as much as feared bv some, will be approximately the same for 
those customers who generally make $20-$30 in long distance calls per month, and 
should decrease for those customers making more than about $30 in long distance 
calls per month. 

Further, where State regulatorv commissions have authorized telephone compa- 
nies to implement Local Measured Service, customers are given a further opportuni- 
ty to control the size of their monthly bill. 

Finally, the level and structure of the charges for exchange access have a direct 
effect on uneconomic bypass. There is no single cost of bypass; nor is there a specific 
price level of exchange access at which bypass will occur. The costs of bypass facili- 
ties vary according to the telephone station density of the access area served, the 
terrain of the area, the loop lengths from the serving node to the customers, the 
type of technology employed, and economies of scale that are dependent on the level 
m demand. The demand, in turn, is a function of individual customer usage levels 
and of the difference in price of bypass service and the price charged for access to 
the public switched network. Clearly, the FCC's Access Charge Plan allows the 
maximum flexibility in dealing with the bypass issue by exchange carriers. The 
transition period will allow each exchange carrier to assess whether their conditions 
dictate a need for rapid movement toward cost-based pricing. One should keep in 
mind that some forms of bypass will always be present; i.e. the need for sophisticat- 
ed communication networks that the public switched network cannot meet, and in- 
house communications networks such as large universities and many local and state 
governments. 
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Therefore, forbidding all bypass does not seem feasible or practicable to adminis- 
ter. The FCC's Access Charge Plan will send clear price-signals to the marketplace 
so that (1) companies which have invested heavily in technologies made economic 
only by the present uneconomic and non-cost based rates will have several years in 
which to amortize those investments, and (2) the established transition period will 
encourage investors to target new investments in technologies that are consistent 
with the underlying costs of the public switched network and, hence, encourage the 
most efficient possible use of the nationwide telecommunications system. 

CONCLUSION 

For all these reasons, we in the United Telephone System believe that the FCCs 
Access Charge Plan will work, and that universcd service will not be jeopardized. 
Further, the FCC is developing a post-implementation Access Charge monitoring 
procedures, to provide early-warning of any threat to universcd service, and has pro- 
vided a waiver procedure to allow for a ^'lifeline" option to ameliorate the effects of 
interstate access charges. The FCC is best positioned to timely respond to and re- 
solve (with the State commissions) any rate-related problems. Congress may wish to 
establish oversight mechanisms to monitor developments and impacts of these FCC 
actions. 

But, we don't believe that federal legislation to alter the FCC's Access Charge 
Plan is presently needed or appropriate. If, however, the situation should develop 
that corrective legislation becomes necessary, UTS and USITA will be among the 
first to seek and support the same. 

I very much appreciate this opportunity to share these views and concerns with 
you. I hope that you will give them serious consideration, because the future viabil- 
ity of the telephone industry and its ability to provide universcd service is at stake. 
Today's telecommunications market is being driven by rapidly accelerating improve- 
ments in technology, free market forces and the national trend toward deregulation 
and competition. In this environment, the prices of all telecommunications products 
and services are being driven towards their costs. Access charges and other pricing 
concepts, like LMS, are needed. With you help and understanding, local telephone 
service can continue to be efficiently provided to the consumers in this country by 
private industry far into the future, while those same consumers can likewise eiyoy 
all of the benefits of competition in deregulated telecommunications markets. 

Thank you very much. 
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Unitmd T»lmoomm2niG»tloaM , Xac. 
1982 SUBSIDIARY STATISTICS 



UNITED TELEPHONE SYSTEM, INC.— Wastwood. Kansas 
IUiStoedito.PMident 

UNTIED TELEPHONE COMPANY OF FLORIDA— 
AltamoQteSpiln08.F1odda.T. W.TWd.Fra8btait 

CAROLINA TELEPHONE AND TELEGRAPH COMPANY— 
Tteboro.NocthCaioUna.D.W.Petei80Q.Fra8btait 

UNTIED TELEPHONE COMPANYOF OHIO— 
Mansfield. Ohio. CO. Fields. Frasident.. 

MIDWEST GROUP— Ovedand Fade. Kansas 
R B. CashweQ. President 

United Tttephooe Company ct Missouxi 

.United TUephoneCompeny of Minnesota 

United TWephone Company ol Kansas 

(toitedTdeEdxxieCoEqMnyolIbwa 

United TUepbone Company ol the Wast 

United TUephone Company of Adcansas 

tEASTERN GROUP— Carlisle. Psnnsylvania 
L. G. Wigbeis. Ftesident 

United lUephone Company ol Pennsylvania 

New Jersey Telephone Company 

United Ttetephone Company ol New Jersey 

HiUsbdough and MontqoineryTWephone Company 

West Jersey Telephone Company 

SaMoTW^ihone Company 

SOUniEAST GROUP— Bristol. Ttanessee 
WW.Hin. President 
'United Inter-Mountain TUephone 
United TUephone Company ol the 

United telephone company of Indiana— 

Wiusaw. Indiana. G.L White. President 

NORTHWEST OROUP-Hood River. Oregon 
D. D. King, President 

United Triepbooe Company ol the Nocthwest 66.046 

Subsidiary: CaUforoia-Oragon TBlephone Co. 

TEXAS OROUP-Tyler. Ttaas 
J. B. Gibson, President 

United Telephone Company olTtaas 66,141 

Subsidiary: Pak) Pinto TUephone Company 

TOTAL UNTTEDTEIEPHONE SYSTEM 11,833,624 
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38 
71 


177,676 


2.318 


129,474 
33.706 


416.203 
107,231 


223.036 
53,468 


2,147 
316 


163.180 


622.434 


276.504 


2.463 


104.269 


303,779 


158,547 


1.304 



182.781 



180.091 



87.042 



91,877 



686 



893 



15,354.094 2,935,946 
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Chairman Packwood. Before the next panelist goes on, let me 
make sure I understand you. You are speaking for the United 
States Independent Telephone Associations — it is 1,400 compa- 
nies — and you have no objection to the FCC adding the access 
charge, which is clearly not going to be just $2; it is going to be 
apparently $6 or $7 over about 6 years or more. I mean there is no 
limit to what they can do. 

You have no objection to it? 

Mr. Snedaker. That is correct. 

I would like to say that there is not a 100-percent agreement of 
the 1,432 members, as you probably concluded already, since Mr. 
Nehring was one of those. But this was the position that USITA 
took, authorized by its board and executive committee both in 
docket 78-72 and reconfirmed last Friday. 

I speak as first vice president. 

Chairman Packwood. Mr. Copsey. 

Mr. Copsey. Good afternoon, Mr. Chairman, members of the 
Senate Commerce, Science, and Transportation Committee and the 
House of Representatives Energy and Commerce Committee. We 
are pleased to testify on behalf of the Rural Telephone Coalition in 
support of the preservation of universal telephone service in this 
country. 

I am Evan Copsey, president of the Fidelity Telephone Co. of Sul- 
livan, Mo. We serve over 8,400 customer access lines in 80 ex- 
changes. With me are Larry Ware from the Garden Valley Tele- 
phone Co. of Erskine, Minn., and Jack Keen of the Western New 
Mexico Telephone Co. of Silver City, N. Mex. 

I request that our respective written statements be made part of 
the record. We will summarize our positions for the committee. 

The rural telephone coalition, the RTC, is composed of three na- 
tional trade organizations representing the interests of rural tele- 
phone companies, the Organization for the Protection and Ad- 
vancement of Telephone Companies, the National Telephone Coop- 
erative Association, and the National REA Telephone Association. 
Collectively, these 3 organizations represent over 850 independent 
telephone companies serving approximately 15 million rural 
Americans. 

Mr. Chairman, the RTC supports the efforts of your committee to 
preserve univeral telephone service at reasonable rates. For many 
years, as the industry has moved inexorably towards a fully com- 
petitive environment, we have expressed our concern about the 
impact of the changes in the telephone industry on customers 
throughout rural America. We are not here today to urge you to 
turn back the clock. We fully recognize that technological ad- 
vances, the AT&T divestiture, and the court and the FCC decisions 
have made clear that the telecommunications industry of tomorrow 
will exist in a competitive marketplace. 

However, our customers in rurgJ America also want to be part of 
this technological revolution. They, too, should participate in the 
information age. We are concerned that telephone service may be 
priced beyond the reach of many Americans if modifications are 
not made to the recent FCC decisions. As you now move to consider 
legislation that would preserve universal service and change some 
of these decisions, we urge you to insure that those in rural Amer- 
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ica, indeed all Americans, continue to have a high quality tele- 
phone service at rates which they can afford. Maintaining univer- 
sal service at reasonable rates as the industry becomes fully com- 
petitive is no easy task. Congress has been struggling with these 
competing goals for over 7 years. The issues are clearly focused. 
The solutions are at hand. We C€uinot afford to wait and see how 
many people are left without telephone service. 

The RTC believes that Congress can and must act now. We be- 
lieve the legislation should address the following principles: 

First, end-users should not pay directly for subscriber line costs 
€dlocated to toll. 

Second, a universal service fund to deal adequately with tele- 
phone service in high cost areas must be developed. 

Third, all providers of telecommunications services, including by- 
passers of local facilities, should contribute equitably to the costs of 
providing local telephone service. 

Fourth, the deaveraging of toll rates should be prevented. 

Fifth, consistent and uniform regulatory policies between Federal 
and State jurisdictions should be implemented. 

Now I would like to turn over to Larry Ware for his further 
statements of the RTC. 

[The statement follows:] 

Statement of Evan Copsey, Fideuty Telephone Co., on Behalf of the Organiza- 
tion FOR THE Protection and AovANCEHfENT of Small Telephone Companies 
(OPASTCO) 

Mr. Chairman, members of the Senate Commerce, Science and Transportation 
Committee and the House of Representatives Energy and Commerce Committee, I 
am pleased to offer this testimony on behalf of Fidelity Telephone Company and the 
Organization for the Protection and Advancement of Small Telephone Companies 
(OPASTCO) on the subject of today's hearing, the preservation of imiversal tele- 
phone seryice in this country. 

I am the President of Fidelity Telephone Company of Sullivan, Missouri. We serve 
8,364 customer access lines in eight exchanges. OPASTCO is a trade association rep- 
resenting over 350 rural telephone companies and cooperatives in 42 states, most of 
whom serve fewer than 25,000 access lines. CoUectiv^y, we serve nearly 2 million 
customers. 

Mr. Chairman, OPASTCO fully supports the efforts of your committees to pre- 
serve universal telephone service at reasonable rates for our customers. For many 
years, as the industry has moved inexorably towards a fully competitive environ- 
ment, we have expressed our concern about the impact of the changes in the tele- 
phone industry on our subscribers in rural America. The goals of preserving univer- 
sal telephone service and moving towards a competitive telecommimications indus- 
try €u*e often in conflict. Only Congress can resolve these issues and enact sufficient 
protections to assure continued availabilitv of telephone service. We are not here 
today to urge you to turn back the clock. We fully recognize that technological ad- 
vances, the AT&T divestiture, and FCC and court decisions have made clear that 
the telecommunications industry of tomorrow will exist in the competitive market- 
place and will not be characterized by monopoly provision of any services. 

However, Mr. Chairman, our customers in rural America also want to be part of 
this technological revolution. We, too, want to participate in the Information Age. 
We are concerned that telephone service may be priced beyond the reach of many of 
our subscribers if modifications are not made to recent FCC decisions. As you now 
move to consider legislation that would preserve universcd service and change some 
of these decisions, we urge you to ensure that those in rural America, indeed all 
Americans, continue to have high quality telephone seryice at rates which are 
affordable. 

Maintaining universal service at reasonable rates as the industry becomes fully 
competitive is no easy task. Congr^ has been struggling with these competing 
goals for over seven years. OPASTCO believes that Congress can and must act now. 
The issues are clearly focused, the solutions are at hand. We cannot afford to wait 
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and see how many subscribers are left without telephone service when we have the 
ability toprevent such a consequence now. 

OPASTCO believes that legislation to preserve universal telephone service should 
address the following principles: (1) all providers of telecommunications services, in- 
cluding b3rpassers of local facilities, should contribute equitably to the costs of pro- 
viding local telephone service; (2) a Universal Service Fund to deal adequately with 
telephone service in high cost areas must be developed; (3) consistent and uniform 
regulatory policies between federal and state jurisdictions should be implemented; 
(4) end users should not pay directly for the costs of the local telephone lines; and (5) 
toll connecting links whose costs are significantly higher than the national average 
should be compensated for by the Universal Service Fund. 

I. ALL TELECOMMUNICATIONS PROVIDERS SHOULD CONTRIBUTE EQUITABLY TO THE COSTS 
OF UNIVERSAL TELEPHONE SERVICE 

Mr. Chairman, OPASTCO believes that all providers of telecommunications serv- 
ices should contribute fairly to the costs of providing universcd service. Providers of 
telecommunications services which b3rpass the local distribution facilities of ex- 
change carriers should also share the cost of these local facilities. Although competi- 
tion has increased and alternative technologies have been developed, we have not 
seen a stampede of carriers wishing to serve nigh cost rural areas or residentisd sub- 
scribers. Competitors have naturally entered markets which are profitable and have 
not chosen to serve the high cost and lower density markets. Yet all telecommunica- 
tions service providers benefit from the universality of telephone service, all provid- 
ers benefit from using existing facilities as a back-up or to expand their own net- 
works. Thus their profitability is increased by univeraally available telephone serv- 
ice. We believe they should all contribute to the cost of preserving these universal 
local facilities. 

II. UNIVERSAL SERVICE FUND 

Legislation should ensure that a Universal Service Fund (USF) is created that 
will adequately protect exchange carriers that serve high cost areas. We believe 
that exchange carriers whose costs exceed the national average by more than 110 
percent should be eligible to receive funds from the USF. We also believe that these 
eligible carriers should recover all of their costs from the USF which exceed the na- 
tional average in order to ensure that they are able to continue providing service in 
high cost areas and that their customers are able to afford telephone service. 

III. CONSISTENCY AND UNIFORMFFY OF FEDERAL AND STATE REGULATORY POUCIES 

In recent years, as competition in telecommimications has been sanctioned by the 
federal couiits and the FCC, there has been increasing conflict between the federal 
and state regulatory bodies. OPASTCO believes that consistent regulatory policy is 
essential to the continued financial viability of our telephone companies. As Con- 
gress acts to set out clear goal^ for national telecommunications policy, it should act 
to ensure consistent regulatory policy at the federal and state level. As telephone 
companies try to provide high quality service to our customers and take advantage 
of new technology to reduce costs, we are the ones that suffer from the constant 
confrontations between federal and state regulatory policies. We believe that Con- 
gress can eliminate these needless and costly regulatory battles by setting clear na- 
tional policy direction. The economic health of our companies and thus our ability 
to serve our customers depend on it. 

IV. END USERS SHOULD NOT PAY DIRECTLY FOR THE COSTS OF SUBSCRIBER UNES 

As you are all aware, the FCC's Decision in Docket 78-72 would transfer, over a 
transitional period, most costs of the customer's access line to the interstate tele- 
phone network directly to subscribers or end users at a flat rate. This would be true 
whether or not these customers ever made a long distance call. The essential ration- 
ale for the FCC's Decision was to prevent the uneconomic bypass of local facilities 
by heavy users of telecommunications services who pay a disproportionate share of 
the fixed cost of local facilities through usage based rates. We believe the Commis- 
sion went too far. By attempting to cure one problem, they have created another. 
The transfer of £dl of these fixed costs to end users places an excessive burden on 
residential customers, particularly in high cost rural areas. If these costs are 
charged directly to our customers, many will simply not be able to continue to have 
basic telephone service. Furthermore, if end users must pay all local loop costs on a 
flat rate basis, there iis no incentive for exchange carriers to make investments in 
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new modem f acilities. Interexchange carriers depend on these facilities and benefit 
from continued upgrade and introduction of new technology. We urge Congress to 
change this portion of the FCC Decision and modify end user charges. 

V. HIGH COST TOLL OONNSCTING LINKS SHOULD BE SUPPORTED BY THE UNIVERSAL 

SERVICE FUND 

In low density rural areas, the costs of providing service between the local tele- 
phone companv central office and the toll network are exceedingly high. These toll 
connecting links or Class 4 to Class 5 links, as they €u-e often csdled, constitute the 
part of the telephone network where there is the greatest variance in cost. If ex- 
change carriers €u-e forced to charge interexchange carriers directly for the costs of 
these toll connecting links, the pressure to deaverage toll rates for calls in and out 
of rural areas will be severe. OPASTCO believes that the Unversal Service Fund 
should provide a contribution to the cost of these high cost toll connecting links in 
order to prevent excessively high toll rates for rural areas. 

VI. SUBCMARY 

In summary, Mr. Chairman, OPASTCO believes that Congress must act now to 
preserve universal telephone service. We believe that any legislation which is en- 
acted should include the following points: 

1. All providers of telecommunications services should contribute to the cost of 
providing universal telephone service. 

2. An adequate Universal Service Fund should be developed. Exchange carriers 
whose costs exceed 110 percent of the national average should recover all costs from 
theUSF. 

3. Uniform and consistent federal and state regulatory policy should be imple- 
mented. 

4. End users should not pay directly for the costs of customer lines. 

5. High cost toll connecting links should receive a contribution from the USF. 
We look forward to working with you to enact this needed legislation. 

Chairman Packwood. Mr. Ware. 

Mr. Ware. Thank you, Mr. Chairman. 

I am Lawrence Ware, manager of the Garden Valley Telephone 
Co. of Erskine, Minn. We serve 12,000 subscribers in northwestern 
Minnesota, and it is a telephone cooperative. 

As Evan said, I would like to expand on some of the principles he 
cited. The first is the end user should not pay directly for subscrib- 
er line costs allocated to toll. As you are all aware, the FCC's deci- 
sion in docket 78-72 would transfer over a transitional period most 
costs of the consumer's access line to the interstate telephone net- 
work, directly to subscribers or end users at a flat rate. This would 
be true whether or not these customers ever made a long distance 
call. 

The essential rationale for the FCC's decision was to prevent the 
uneconomic bypass of local facilities by heavy users of telecommu- 
nications services. We believe the commission went too far. By at- 
tempting to cure one problem, they have created another. The 
transfer of all of these fixed costs to end users places an excessive 
burden on rural or residential customers, particularly in high cost 
areas. If these costs are charged directly to our customers, many 
will simply not be able to continue to have basic telephone service. 

We urge Congress to eliminate end user charges. 

Second, the universal service fund. Legislation should msure that 
a universal service fund is created that will adequately protect ex- 
change customers in high cost areas. We believe that exchange car- 
riers whose costs exceed the national average by more than 110 
percent should be eligible to receive funds from the univeraal serv- 
ice fund. We also believe that these eligible carriers should recover 
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all of their costs from the universal service fund which exceed 110 
percent of the national average in order to ensure that they are 
able to continue providing service in high cost areas, and that their 
customers are able to afford telephone service. 

Third, all telecommunications providers should contribute equi- 
tably to the costs of universal telephone service. 

Mr. Chairman, the Rural Telephone Coalition believes that all 
providers of telecommunications services should contribute fairly 
to the costs of providing universal service. Providers of telecommu- 
nications services which bjrpass the local distribution facilities of 
exchange carriers should also share the cost of these local facilities. 
Although competition has increased and alternative technologies 
have been developed, we have not seen a stampede of carriers wish- 
ing to serve high cost rural areas or residential subscribers. Com- 
petitors have naturally entered markets which are profitable and 
have not chosen to serve the higher cost and lower density mar- 
kets. Yet all telecommunications service providers benefit from the 
universality of telephone service. All providers benefit from using 
existing facilities as a backup or to expand their own networks. 

Thus, their profitability is increased by universally available 
telephone service. We believe they should all contribute to the cost 
of preserving these universal local facilities. 

Now I would like to turn the microphone over to Mr. Keen who 
would conclude our statement. 

[The statement follows:] 

Statement of Lawrence C. Ware, Garden Valley Telephone Co., Erskine, 
Minn., on Behalf of National Telephone Cooperative Association 

Good Morning, Mr. Chairman and Members of the Subcommittee. My name is 
Lawrence Ware, and I am the Manager of the Garden Vcdley Telephone Company 
in Erskine, Minnesota. Today, I also represent the National Telephone Cooperative 
Association, NTCA. 

NTCA is a national trade association comprised of approximately 400 locally 
owned and operated small telephone systems providing service in rural areas in 
more than 40 states. Most of these systems have obtained capital financing under 
the loan programs of the Rural Electrification Administration (REA). 

Garden Valley Telephone Company is a subscriber-owned cooperative providing 
telephone service to about 12,000 customers in rural Northern Minnesota. 

NTCA is a member of the Rural Telephone Coalition. The Rural Telephone Coali- 
tion (RTC) is comprised of the three national trade associations representing the in- 
terests of rural telephone companies: the Organization for the Protection and Ad- 
vancement of Small Telephone Companies, the National Telephone Cooperative As- 
sociation and the National REA Telephone Association. The Coalition was formed in 
1979 to defend and advance the rights and interests of rural telephone subscribers 
during the Congressional and regulatory agency debates on national telecommunica- 
tions policy reform. Collectively, these three organizations represent over 850 inde- 
pendent telephone companies, serving approximately 15 million rural Americans 
throughout rural America. 

I appreciate the opportunity to appear before you today to testify. I support the 
effort of the chairman and Committee members to preserve universal telephone 
service. As the manager of a small independent telephone system, I am well aware 
that we will need this kind of support if small telephone systems are to survive and 
the rural consumer reap the benefits of improved telecommunications under the 
new access charge system that the FCC has designed. 

We have developed the best telephone system in the world because of the congres- 
sionally mandated goal of imivereal telephone service. The goal is stated in the 
Communications Act: "to make available, so far as possible, to all the people of the 
United States a rapid, efficient. Nationwide, and world-wide wire and radio commu- 
nication service with adequate facilities at reasonable chaises. . . ." This mandate 
was clearly interpreted by the FCC in its access charge decision Third Report A 
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Order. The Commission stated, "We have concluded that the 'available ... to all' 
language does contemplate that telephone exchange service should be made availa- 
ble at reasonable rates.'' ^ However, I believe the public policy goal of imiversal 
service at reasonable rates has been shaken by the Commission's Access Charge de- 
cision. 

Today, I would like to focus on the impact of the FCC decision on Garden Valley 
and other small companies. Much of the available data comes from estimates com- 
piled by the Rural Electrification Administration, or REA. 

As a rule, the over 940 REA borrowers provide service to rural, high-cost areas. 
Since serving sparsely-settled areas requires more plant (cable, poles, etc.) to serve 
each subscriber, REA borrowers typically must invest much more on a per 
subscriber basis than does the Bell system. REA borrowers have invested an average 
of $1,836.36 per subscriber. For Garden Valley the amount is $2,022.22 per subscrib- 
er. Many rur£d telephone systems have as much as 90 percent of their investment in 
non-tramc sensitive (NTS) plant, while the average Bell Company, as of 1981, had 
about 50 percent. 

REA borrowers have an average of 5.43 subscribers per route mile of line (1981 
statistics) while Garden Valley has 2.91 subscribers per route mile. REA borrowers 
have an average local area calling scope of about 2,000 people. Garden Valley has 
many subscribers who can reach only 500 to 600 others, while half reach about 1,300 
on a local call. Most urban local calling scope reaches hundreds of thousands and 
even millions. 

Today, a significant portion of the expense of local facilities which are used by 
both long distance and local services is allocated to and considered a cost of long- 
distance service. Traditionally, these costs have been recovered from a pool of inter- 
state long distance revenues, llie costs of these local facilities are allocated between 
long distance and local service on the basis of a formula found in the NARUC-FCC 
"Separations Manu£d." 

NTCA recognizes that there is a need to revise the present system of compensa- 
tion of local exchange carriers for origination and termination of intercity traffic. 
The present system of settlements contracts and the ENFIA traiffs for OCCs €u-e 
filled with inconsistencies which create constant conflict. 

FCC ACCESS CHARGE DECISION 

In its access charge decision, the FCC recognized the problems of high cost tele- 
phone systems. The FCC affirmed its congressionally mandated goal of universcd 
telephone service, and admitted this goal would bejeopardized if subscriber were 
forced to pay high access chaiges. Therefore, the FCC included in its access chaige 
plan a Universal Service FunddJSF) to be used to assist high cost local companies 
in keeping access charges reasonable. The Federal/State Joint Board was directed to 
recommend the details of the USF. 

The impact of the access charge plan depends in large part on how the USF is 
implemented. In Apnl, 1983, the Joint Bowl agreed to recommend a formula for 
designating those NTS costs which were eligible for recovery from the USF. While 
tiie Joint Board recommendation has not yet been issued in textual form, the terms 
stated in Joint Board press statements provide for eligible costs to be limited to 
those above 115 percent of the national average of such costs. Only a percentage of 
those costs above 115 percent can be recovered from the USF. Under the Joint 
Board proposal, interstate access charges in rural areas would still be allowed to 
rise to as high as 156 percent of the national average charge. In addition, the Joint 
Board has proposed that the calculation of the high cost factor be based on the cost 
of debt of the individual company. This proposal would penalize rural companies 
who borrow from REA and would increase tne eligibilitv of large companies. The 
USF is to be phased in over three years, beginning in 1986. 

CIUTIQUE OF FCC DECISION 

In arriving at its decision, the FCC attempted to balance the conflicting concerns 
of subscriber drop-off due to high access charges and the loss of high volume users 
through bypass. However, the FCC decision does not contain quantitative analyses 
sufficient to justify its premises. 

The FCC based its decision on the hypothesis that the demand for local service, 
including access charges, was relatively inelastic. However, in reaching this conclu- 



» MTS/WATS Market Structure, OC Docket 78-72. Third Report & Order, December 22, 1982, 
p. 28. (hereinafter Third Report & Order). 
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sion, the FCC used a very limited record. Studies available and in the FCC record, 
however, indicate that a substantial drop-off of local subscribers could result from 
high access charges, particularly where combined with similarly determined intra- 
state access charges. Furthermore, the access charge decision was reached before 
the Joint Board has recommended a high cost factor. 

In particular, the FCC itself referred to a study performed by Dr. Lewis J. Perl of 
NERA ^ which AT&T had introduced in its antitrust trial. It indicated significant 
elasticity of demand for telephone service, especially among rural poor. The Perl 
study found that a 100 percent increase in basic telephone rates would result in a 
drop-off of subscribers to 83.69 percent and a 200 percent rate increase would lead to 
a 70.92 percent subscriber level. Whereas Perl concluded that 888.84 percent of 
rural persons currently had telephone service, with 100 percent rate increases, this 
percentage declined to 79.10 percent.^ For moderately poor rural persons, a 100 per- 
cent increase in the price of telephone services resulted in a decline to 64.50 
percent. 

It should be noted that Appendix G of the Commission's access charge decision * 
includes another paper by the National Economic Research Associates, Inc., that 
was not subjected to public comment. This paper purports to recalculate the impacts 
of the access charge plan described in the Perl study, using increases of $2 and $7 
on the assumption that these charges were in the range contemplated by the Com- 
mission. This assumption is invalid for two reasons. First, the $7 price is based on 
the Bell national average non-traffic sensitive per subscriber line cost. The Commis- 
sion's order, however, effectively eliminated national averaging except for a then- 
imdetermined high cost factor. Rather than Bell nationwide averages, the relevant 
range of costs, and hence prices, was shown to be up to $27 for individual companies 
and much higher for some independents. Second, the $7 figure is misleading because 
it does not reflect the fact that the states are urged to adopt the same formula on 
intrastate access charges. Therefore, even the average figure must be at least dou- 
bled if the effect on the consumer is to be measured. 

It is therefore apparent that the Commission had good reason to believe that 
rather than demand for service being inelastic, a decrease of almost 8 percentage 
points in national telephone penetration, or approximately 7 million households (as- 
suming 80 million residential subscribers) could be expected. 

Some cases which have received public attention suggest a strong correlation be- 
tween telephone rate increases and subscriber drop-off While other factors may be 
operative in these cases, they deserve examination as an indication of subscriber re- 
action to increases of a magnitude anticipated under the FCC access charge plan. 
One such case is that of Hickiry Telephone Company, described in testimony pre- 
sented before the House Telecommunications Subcommittee on M£ut;h 22, 1983. 
Hickory raised its local rates in 1975 from $10.66 to $16.35, a 54-percent increase. 
Consequently, 14 percent of the customers discontinued their basic telephone serv- 
ice.^ In another case, the Big Run Telephone Company in Pennsylvania requested 
and received approval for a substantisd local rate increase to cover the costs of pur- 
chasing some used switching equipment. Approved in April, 1981, the new rate was 
an increase of about 40 percent, to a total of $21.75. Within several months, 22 per- 
cent, or 204 of the system's 924 subscribers dropped service. Although some have 
reconnected since that time, as of the end of 1982, most had not. 

Sever£d studies have been performed in an effort to quantify the impact of access 
charges on rural telephone rates. I have attached as Appendix II* a preliminary 
survey of the impact on Minnesota independent telephone systems of^ the recent 
FCC and Joint Board decisions. This survey includes estimates of the interstate 
access charges and the full price of continued access to the telephone network which 
subscribers of these systems will pay if the state patterns its new cost recovery 
system on the FCC model. 

According to the survey, interstate access charges will range from $4.70 to $21.48 
per subscriber line per month. Garden Valley's customers will pay interstate access 
charges of $6.31. Intrastate access charges will range from $4.43 to $20.94; Garden 



2 "Economic and Demographic Determinants of Residential Demand for Basic Tele^one Serv- 
ice," Dr. Lewis J. Perl of National Economic Research Associates, Inc., for FOG Docket No. 
20003, on behalf of AT&T. Presented in AT&T/DOJ Antitrust case as Defendant's Exhibit D-4- 
518. Table attached as Appendix I. 

^ Appendix I. 

* Third Report and Order, Supra note 1, at appendix G. 

^Testimony of Michigan Public Service Commission, Chairman Eric J. Schneidewind before 
the House Subcommittee on Telecommunication, Consumer Protection and Finance of the 
Energy and Commerce Committee, March 22, 1983. 

" Appendices II-V were not reproducible and have been retained in the committee files. 
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Valley's will be $8.90. Implementing the PCC's High Cost Factor will benefit only 
eight companies, with the highest cost companies receiving $11.83 per subscriber 
line per month and the lowest eligible company receiving only 50^ per subscriber 
line per month. Most Minnesota independent companies including Garden Valley, 
will receive virtually nothing. 

A study by REA (Attached as Appendix III.) was based on a posttransition era, 
and assumed deregulation of CPE and inside wiring, as well as on the High Cost 
Factor (CC Docket 80-286) as annoimced in the Joint Board's press release of April 
16, 1983. According to the REA study, 650 REA borrowers would have average 
monthly subscriber rates, including projected interstate and intrastate access 
charges, 100 percent or more increased over the 1981 local rate. For over two-thirds 
of REA borrowers, interstate access charges will be least double loc£d rates. 

Another example of the impact of the access charge and Joint Board decisions is 
provided by Golden West Telecommunications Cooperative, Inc. (Appendix TV). The 
cooperative serves 5,531 subscribers in Western South Dakota. If the FCC plan is 
implemented for both interstate and intrastate access. Golden West will have in- 
creased local rates from $5.80 to $22.50, a 288 percent increase. It would have a com- 
bined interstate and intrastate rate of $16.76. In rural areas where distances to 
schools and hospitals are great, more intrastate toll calls are made, so the increase 
would be considerable. 

Finally, I would like to share with you the study done of the projected access 
charges and rate increases among the members of the Texas Statewide Telephone 
Cooperative, Inc. (Texas Statewide) (Appendix V). This study also includes estimates 
of access charges for intrastate service which would result from implementation of 
an FCC-tjrpe plan by the Texas Public Utility Commission. 

The average basic monthly rate among these systems is $8.77. The number of sub- 
scribers they reach ranges from a few hundred to a few thous£md. The interstate 
access charges as proposed by the FCC will range from $4.20 to $7.08 with an aver- 
age high cost factor of $6.82. Intrastate access charges, if patterned after the FCC 
plan, would range from $6.72 to $21.47 and the total monthly rate at the end of the 
transition period would be increased from 83 percent to 488 percent, with the aver- 
age of 193 percent. 

Some access charges would be considerably more than would be others. Of the 21 
companies studied, 14 would have monthly rates over $25 and 8 over $30. 

In light the Perl findings, it is clear that the implementation of the FCC access 
charge decision will have a serious impact on universal service in rural areas. 

Another premise of the FCC access charge decision is that implementing end user 
charges would reduce bypass. In the text of the decision, the Commission staff listed 
various instances of bypass. 

However, the staff failed to analyze whether such b3rpass would be reduced by any 
significant degree by the FCC decision. The FCC provided no quantitative analyses 
to demonstrate that it had considered the benefit of the public as a whole. For all 
that the FCC knows, the amount of customer rate increases avoided as a result of 
bypass deferred may be significantly less than the increases its plan will imques- 
tionably impose. 

NTCA POSITION 

NTCA believes that there are several issues which need to be addressed in legisla- 
tion to preserve universal service at reasonable rates. 

/. Preservation of universal service at reasonable rates 

Although the FCC has faithfully recited its intentions to preserve universal serv- 
ice, it is my belief that it has thrown the balance too far in favor of the interex- 
change carriers and large users at the expense of local subscribers. In some cases 
this will be merely inequitable; in others it will seriously endanger universal serv- 
ice. 

The High Cost Factor appears to be inadequate to protect universal telephone 
service, especially since State public service commissions are under enormous pres- 
sure, both practical and political, to implement similar access charges for intrastate 
service. In many high cost areas, these intrastate charges will be substantially 
greater than the FCC charges. 

Several bills have been introduced in an effort to address these problems. The 
bills adopt a variety of mechanisms intended to protect universal telephone service. 

A. Eliminate the end user charge.— NTCA supports the elimination of ttie end 
user access charge and supports the continuation of a carriers' charge in a manner 
that is fair and reasonable for all. It makes more sense for interexchange carriers to 
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be charged the access fee. Through control of their pricing strategies they have the 
flexibility to distribute the costs among their users. Local exchange origination and 
termination functions are essential to the operations of interexchange carriers and 
are not otherwise available on a universid basis. It is the interexchange carrier 
which requires the use of the exchange carriers' facilities and not the other way 
around. Therefore, at a minimum, the costs of the local facilities should be shared 
between those who use them, including interexchange carriers. 

National Universal Service policies and the REA policy of area coverage have en- 
couraged extending service without regard to individual subscriber line costs. Some 
of these costs should be paid by the interexchange carrier. 

B. Adopt a high cost factor. — Some measures propose a Universal Service Fund 
for the recovery of NTS costs. If adopted, such a mechanism should allow recovery 
of 100 percent of the costs over 110 percent of the national average. Such a formula 
was in S. 898, the telecommunications bill which passed the Senate in 1981 and in 
H.R. 5158 which passed out of the house Subcommittee on Telecommunications in 
1982. Furthermore, NTCA recommends that the Congress repudiate the recommen- 
dation of the Joint Board that the individual company's actual cost of debt be used 
in its cost calculation. This requirement penalizes those telephone systems that 
borrow from the programs of the REA because it lowers their costs relative to those 
of non-REA borrowers. National average NTS costs are calculated using a national 
average cost of debt; for consistency the national average cost of debt should also be 
used to calculate the high cost factor. 

//. Protection of local telephone companies from bypass 

Any system adopted to protect local ratepayers should provide for contribution to 
the support of universal telephone service by telecommunications services that 
£dlow big-volume business customers to bypass local facilities. Many such services 
connect to the public network on the receiving end. Even totally private systems 
rely on the public network for back-up. 

In many cases, the local telephone company has already constructed facilities to 
serve the large user. When such a user decides to leave the network for a competi- 
tive carrier, the remaining local subscribers must then pay for facilities and capac- 
ity built to accommodate the large user. 

State and Federal regulators should have at their disposal the tools to regulate 
alternative technologies as they do telephone systems, if it is necessary to do so to 
maintain universcd telephone service. 

///. Maintain nationwide toll rate averaging 

All low-density toll routes, such as those in rural areas, benefit from our current 
nation£d policy of toll rate averaging. Toll rate averaging is a pricing concept where- 
by a customer pays equally for interstate calls across equal distances, time of day 
and duration. However, it is not clear whether this policy will be continued. We be- 
lieve that there may be several approaches to continuing toll rate averaging. 

Specifically, we believe that legislation should address the higher cost of rural 
class four to class five toll connecting links. ^ An REA study of Local Service Rates 
and Toll Bills for Subscribers in Rural Areas shows that the rural toll link costs 
seven times as much as an equivalent urban toll route.*' These costs were considered 
part of the traffic sensitive elements in the F(X access charge decision and charged 
to interexchange carriers. These higher costs should be included in the nationwide 
toll support mechanism or in some pooling arrangement. Otherwise their higher 
costs may discourage alternative interexchange carriers from serving rural areas or 
will encourage toll rate deaveraging in service from high cost to high cost areas. As 
stated above, rural users throughout the country have local calling areas with fewer 
telephones to reach than urban users. Consequently, rural users are more depend- 
ent on long distance service to reach essential services such as doctors, hospitals, 
schools, etc. NTCA urges Congress to include in universal service legislation an ex- 
plicit statement of support for continued averaging of toll rates nationwide. If legis- 
lation is adopted to provide for carrier access charges, provisions should be made to 
protect deaveraging of toll rates in high cost areas. 



" Deaveraging of Interexchange Toll Rates Due to the Introduction of Competition — Prelimi- 
nary Estimates, National Telecommunications and Information Administration, 1979. 

'' REA Study of Local Service Rates and Toll Bills for Subscribers in Rural Areas, Appendix to 
Comments of the Rural Electrification Administration in Docket 78-72, March 1980. 
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TV. Minimize regulation of small telephone companies 

Under Section 2(bX2) of Title 11 of the Communications Act, smsAl exchange tele- 
phone companies, as intrastate carriers, are exempt from many of the FCC regula- 
tions and reporting requirements. Unless carefully designed, new mechanisms for 
recovering local costs may impose heavy new reporting and filing requirements on 
small companies. NTCA also supports the policy of equal interconnection. However, 
we urge that economically infeasible requirements for such interconnection not be 
imposed on small companies with electro-mechanical or older switches. At a mini- 
mum, implementation schedules should recognize the technical and financial con- 
straints of small companies and allow flexibility in meeting these standards. NTCA 
urges Congress in considering common carrier l^islation to continue the Section 
2(bX2) exemption for small local telephone companies. 

CONCLUSION 

The ramifications of the FCC access charge decision are wide-ranging. If inter- 
state and intrastate access fees increase by over 100 percent, as they will in high 
cost areas, a significant portion of subscribers will drop off the network. This will be 
detrimental to all users of the network. 

The question that these Committees and eventually the Congress must ask them- 
selves is how many people will disconnect from the telephone service because of the 
rate increases before we have an end to universal service? Since agriculture is one 
of the linchpins of our economy as well as our foreign trade, how much will rural 
telephone service and the nation be injured by the economic price experiment of 
shifting costs from the big businesses and other heavy toll users to the average resi- 
dential American? How will higher telephone rates effect the continued develop- 
ment of the infrastructure of rural America? Those who drop off the network wUl 
not have rapid access to police, fire, and medical service. Businesses will not be able 
to contact tneir employees immediately. The rural and urban poor will be isolated 
without adequate transportation or communications. Is the benefit worth the risk? 
Is the public interest being served by the FCC access charge S3^tem? We in rural 
America do not believe it is, and share the concern with residential customers. 

We appreciate your concern, Mr. Chairman and all the members of the Commit- 
tees for your interest in preserving universal telephone service at reasonable rates. 
We look forward to working with you to preserve affordable telephone service. 
Thank your for this opportunity to testify. 

APPENDIX I.-ESTIMATED PERCENTAGE OF HOUSEHOLDS WITH BASIC TELEPHONE SERVICE ^ 

Price 



Demographic characteristics .^n onn 

Base 50 percent J^ jJJL, 
'^ percent percent 

All 91.52 

Young 85.39 

Black 86.37 

Rural 88.84 

Moderately poor 83.81 

Young 72.18 

Black 75.25 

Rural 79.26 

Very poor 79.28 

Young 64.99 

Black 69.21 

Rural 73.85 

Source: Household demographic and economic data: U.S. Department of Commerce, Bureau of the Census. "Money Income of HousehoMs in the 
UnilBd States: 1979" (Washington, D.C.. U.S. Government Printing Office). U.S. Department of Commerce, Bureau of the Census. "HousehoU and 
Famiy Characterisitics: March 1980" (Washington, D.C., U.S. Government Printing Office). Telephone rate information: American Telephone & 
Telegraph Go., Market and Servkx Plans Department. Research Section, Market Research Information Systems (MRIS). 

Mr. Keen. Mr. Chairman, my name is Jack Keen. I am president 
of the Western New Mexico Telephone Co. I live in Silver City, N. 
Mex. 

We have an independent company out there. We serve 1,901 sub- 
scribers. We have 7 exchanges, none of them over 400 or 500 lines. 
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We cover a 10,000-square-mile area, and that is about the size of 
the State of Maryland. And Maryland has 1,433 times more tele- 
phones as my company. We have about 1.1 subscribers per mile, 
and it is all up in the mountains. 

The two points I was going to cover, the first one is total deaver- 
aging should be prevented. The RTC believes that nationwide aver- 
age toll rates have benefited all Americans, particularly those in 
high-cost rural areas. We are afraid that the transition toward full 
competition and interexchange services will create irresistable 
pressures to deaverage toll rates. 

For example, in low density rural areas, the costs of providing 
service between the local telephone company's central office and 
the toll network are exceedingly high. If exchange carriers are 
forced to charge interexchange carriers directly for the cost of 
these links, the pressure to deaverage toll rates for calls in and out 
of rural areas will be severe. 

The RTC believes that the universal service fund should provide 
a contribution to prevent excessively high toll rates for rural areas. 

And then our last point is consistency and uniformity of Federal 
and State regulatory policies. In recent years, as competition in 
telecommunications has been sanctioned by the Federal courts and 
the FCC, there has been increasing conflict between the Federal 
and State regulatory bodies. The RTC believes that consistent regu- 
latory policies is essential to the continued financial viability of our 
telephone companies. As telephone companies try to provide high 
quality service to our customers and take advantage of new tech- 
nology to reduce costs, we are the ones that suffer from the con- 
stant confrontation between Federal and State regulatory policy. 

The interests of the telephone industry and American consumers 
are best served when State and Federal regulatory actions are not 
in conflict. 

Now, in summary, Mr. Chairman, the RTC believes that Con- 
gress must act now to preserve universal telephone service. We be- 
lieve that any legislation which is enacted should include the fol- 
lowing points: 

End-users should not pay directly for subscriber line costs allo- 
cated to toll. 

An adequate universal service fund should be developed. Ex- 
change carriers whose costs exceed 110 percent of the national 
average should recover all costs from the USF. 

All providers of telecommunications services should contribute to 
the cost of providing universal telephone service. 

Toll deaveraging should be prevented. 

Uniform and consistent Federal and State regulatory policies 
should be implemented. 

We look forward to working, too, with the Congress to enact this 
legislation, and we would attempt to answer any questions you 
might have. 

[The statement follows:] 

Statement op Jack C. Keen, President, Western New Mexico Telephone Co., 
Silver City, N. Mex., on Behalp op National REA Telephone Association 

Mr. Chairman and members of both Committees, good morning. 
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My name is Jack Keen. I am President of the Western New Mexico Telephone 
Company in Silver City, New Mexico, an independent telephone company that 
serves 1,901 subscribers from seVen rursd exchanges in Southwestern New Mexico. 
My subscribers are scattered over a 10,000 squre mile area, an area about the size of 
the State of Maryland. But Maryland has 1,433 times as many telephones as my 
company. We have about 1.1 subscribers per route mile. 

I am here on behalf of the National REA Telephone Association, usually known 
as NREATA. NREATA is a national trade association that represents approximate- 
ly 350 telephone companies that are borrowers under Rural Electrification Adminis- 
tration (REA) programs. NREATA is one of the three organizations that make up 
the Rural Telephone Coalition. 

My reason for being here today, like yours, is to talk about how to keep telephone 
service affordable for Americans. I know you are concerned about the proposals to 
raise local rates in your states and districts. We are worried about the rates we will 
have to charge the customers we serve if something is not done soon. I want to start 
by emphasizing how much the Rural Telephone Coalition appreciates your interest 
in this problem and the cooperative effort by both houses of Congress to solve it. 

The threat of unacceptably high rates for telephone customers is a result of the 
explosive growth of technology in recent years and fundamental changes in telecom- 
munications policy. The new national communications policy looks more and more 
to competition rather than regulation to determine the services that will be availa- 
ble and the prices that customers will pay for them. It is certainly not my purpose 
in testifying to object to these policies. 

I believe that competition and technological advances can be fostered in this coim- 
try without abandoning the long-standing policy of fostering affordable telephone 
service for Americans throughout the country. But I believe that a fair method for 
making all users of the nationsd network share it supporting it is necessary to har- 
monize these competing goals. The problem as I see it is with the way the Federal 
Communications Commission has gone about tr3dng to reach these goals. The FCC 
has taken a piecemeal approach to changing the structure of the communications 
marketplace. It let the genie of competition out of the lamp. But it lost control of 
the marketplace forces it set out to foster. The result is that it has not adequately 
protected the average American customer. Indeed, the FCC probably cannot keep 
rates reasonable now. Let me explain what I mean by this by talking about the 
problem in rural areas, since our areas are good examples of the problem at its 
worst. 

For many years, it has been national policy to extend basic telephone service to as 
many people as possible. When there was no competition, it was easy to implement 
this policy by treating the nationwide netwcH-k as an integrated system. The Bell 
System and independent companies functioned together as a "partnership" to offer 
long dist£mce service throughout the nation. Rates were averaged so that residents 
of iugh cost areas could obtain service at rates based on system-wide costs. Separa- 
tions procedures also helped to support affordable local rates in high cost areas by 
allocating substantial costs to toll service. The competitive marketplace would not 
have accomplished this on its own. In fact, many rural companies would not have 
been built at £dl if it were not for the REA loan program that provides financing for 
construction. The REA programs do not provide operating funds. However, the costs 
of providing service are at their highest in low density rural parts of the country. 

As I mentioned before, my company has only 1.1 subscribers per route mile. Also, 
in my company the total mvestment per customer (using 19B3 costs) is $11,139. 
Owing to these high unit costs, the support from rate averaging and separations 
procedures has been particularly important in rural areas like the one I serve. 

With averaged rates, my customers pay long distance rates comparable to what 
other subscribers in the country pay. Moreover, my company's local rates are afford- 
able mainly because in the past, more than 90% of all revenues have come from toll 
settlements, and much of that has come from interstate MTS and WATS settle- 
ments. 

The introduction of long distance competition has created very strong pressures to 
decrease the contribution that toll service makes to nontraffic sensitive subscriber 
plant costs. New technology is continually adding new ways to pick up and deliver 
traffic — satellite services, cellular radio and digital termination systems, to name 
only a few. Microwave facilities can also be used. Using these means to originate 
and terminate long distance services, however, often means not using local exchange 
company facilities. When toll services are priced at levels which help support serv- 
ice to high cost areas, there is a danger that the local exchange companies will be 
bypassed by carriers or customers that want to avoid paying a share of the costs of 
nationwide service. This threat has come to be known as "uneconomic bypass." 



Digitized by 



Google 



256 

The FCC has opened the door to competition of all kinds, but it did not find a way 
to solve the problem of uneconomic bypass without sharp increases in rural and 
residential rates. Instead, the FCC decided to make customers pay most of the sub- 
scriber loop costs that toll services used to help support. The FCC realized that this 
would be a heavy burden on subscribers in high cost areas. It said that it could pro- 
tect them with a nationwide, fund. But when it came to designing the fund, tiie 
Joint Board left with that duty also bowed to pressures to limit size of the fund to 
prevent bypass. Customers have to pay these interstate access charges in addition to 
their local rates. Moreover, the FCC urged the states to follow its plan in setting 
state access charges. This would add another additional monthly charge. If New 
Mexico does that, and doesn't provide some further fund, I have not b^n able to 
calculate what my customers will have to pay per month for their telephones before 
they make a single call. But I know it will be high because I know it takes $115 per 
month per subscriber to cover my fixed operating expenses. I believe that many of 
my customers will disconnect from the network if their rates climb too high. That 
does not take away the costs, so the rates for those that remain must go up. This 
vicious cycle threatens the very financial viability of my company. It also threatens 
the security of my REA loans. In other words, I am afraid that rural telephone com- 
panies like mine will be fighting for survival. This, in a nutshell, is why the nation's 
telephone customers are looking to Congress for help. This is also what I mean 
when I say the FCC has brought us competition, but seems to have lost the ability 
to protect universal service. For those reasons, NREATA believes that prompt legis- 
lation is an absolute necessity. 

NREATA and the other Rural Telephone Coalition organizations see several 
points that legislation should cover. First, Congress should overturn the FCC's deci- 
sion that the nation's customers have to pay so that long distance carriers may 
obtain virtually free local distribution service. Second, costs over 110 percent of the 
national average should be spread over the nationwide network, so that high quality 
and affordable service will remain available even in high cost areas. Third, all users 
and providers of interexchange service, including b3rpassers, should pay a fair share 
towards keeping our nationwide network healthy. Fourth, a support mechanism 
that prevents substantial disparities intoU rates should be adopted. Fifth, national 
policies should promote consistency in rates and services rather than jurisdictional 
clashes. 

-1. CONGRESS SHOULD REMOVE THE BURDEN OF PAYING ACCESS CHARGES FROM 
TELEPHONE CUSTOMERS 

The FCC's end user charge policy shifts a heavy cost burden to telephone custom- 
er, particularly if the states follow the same plan. The FCC though that the national 
average for interstate access charges would be about $8. The additional monthly 
burden on subscribers, on the average, would at least double with the addition of 
costs allocated to the intrastate jurisdiction. The burden on customers in high cost 
areas will be much greater than the average impact. The FCC's reason for shifting 
these costs to individual customers is that thev "cause" the costs. This notion totallv 
overlooks the nationwide character of our telephone network. The ability to reach 
subscribers throughout the country benefits everyone. Indeed, respected economists 
have shown that the widespread availability of two-way services has economic bene- 
fits for both rural areas and for the economy of the nation as a whole. Also, the idea 
that interexchange carriers should be able to obtain the services of local exchange 
companies to pick up and deliver their traffic almost free, while they make a pront 
on the end-to-end service makes no sense at all. Judge Greene was highly critical of 
this approach, and we agree. We urge Congress to eliminate the end user access 
charge. 

2. COSTS THAT EXCEED 110 PERCENT OF THE NATIONWIDE AVERAGE COSTS FOR LOCAL 
EXCHANGE AND EXCHANGE ACCESS SHOULD BE SPREAD OVER THE NATIONWIDE NETWORK 

We believe that the nationwide network can best be preserved in the new compet- 
itive environment by policies that keep the rates in rural areas from climbing to 
levels that are disproportionately high compared to the rest of the country. To this 
end, NREATA and the Rural Telephone Coalition have long endorsed the recovery 
from a imiversal service mechanism of a company's nontriffic sensitive costs in 
excess of 110 percent of the nationwide average. We also believe that such a system 
will prevent access charges for rural areas from becoming so high that (a) toll rates 
for existing service will be deaveraged to the disadvantage of rural Americans, and 
(b) no competing carriers will have an incentive to serve rural areas. Maintaining 
reasonable access charges gives rural Americans a better change of receiving some 
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of the benefits which competition can provide and participating in the Information 
Age. 

3. CONGRESS SHOULD SOLVE THE UNECOMONIC BYPASS PROBLEM BY REQUIRING THOSE 
WHO SUBSTITUTE OTHER ACCESS TO CONTRIBUTE A PAIR SHARE TOWARD AFFORDABLE 
NATIONWIDE SERVICE. 

Universal service at affordable rates throughout the nation is a longstanding and 
sound national policy. The growth of competition and the introduction of new tech- 
nology should be encouraged, but new communications sources should not be chosen 
simply as a way to avoid paying part of the costs of maintaining the nationwide 
network. Users of alternatives to the local exchange companies' facUites should, 
therefore, pay a fair share of the costs of affordable nationwide service. That way, 
when new technology is used, it will be chosen for its efficiency and service charac- 
teristics, not just because its price appears more attractive than the price of facili- 
ties that contribute to nationwide service. 

To make the bypass contribution requirement effective, heavy penalties should be 
imposed for noncompliance or concealment. 

4. THE UNIVERSAL SERVICE MECHANISM SHOULD ALSO PREVENT TOLL RATE DEAVERAGING 

We believe that the traditional use of nationwide and statewide uniform rates has 
been beneficial to the nation as a whole. It promotes national unity and economic 
development for all areas. For more isolated farm or ranch families, telephone serv- 
ice can be an essential link to the rest of the country. 

The era of long distance competition creates extreme pressures towards deaver- 
aged toll rates. We strongly recommend that the national asset of network-wide 
prices be preserved through the Universal Service Mechansim. 

5. NATIONAL TELECOMMUNICATIONS POUCY SHOULD PROMOTE CONSISTENCY AND 
HARMONY BETWEEN STATE AND FEDERAL REGULATION 

The interests of the telephone industry and American consumers are best served 
when state and federal regulatory actions are not in conflict. In setting policy to 
safeguard universal service at affordable rates. Congress should be mindful of the 
obvious benefits of consistent policies and requirements. 

In conclusion, NREATA appreciates this opportunity to provide its views to your 
committees. We stand ready to assist in enacting legislation to protect the American 
ratepayer and wholeheartedly support your commitment to universal service at 
rates that rural and residential subscribers are able to pay. 

Chairman Dingell (presiding). Gentlemen, the committee thanks 
you for your very helpful testimony. 

The Chair will recognize my colleagues now. 

My good friend Mr. Swift. 

Representative Swift. Thank you very much, Mr. Chairman. 

I suppose for some of us who have worked very hard with the 
independent telephone companies over a number of years to tiy 
and help achieve ends which we also thought made a lot of sense, it 
is a little astonishing as we march up the hill that we may be able 
to meet the crest of, and to find a bunch of you marching back 
down. 

Why is that, Mr. Snedaker? 

Mr. Snedaker. You say that there seems to be a split, is that it, 
or that passing legislation back awhile? 

Representative Swift. I will be a little more specific. 

The first major alarm that was brought to me was brought by 
one of the major independents about the access charge fee. He said 
it was terrible. He said it was awful and would destroy everything. 

We have now come up with legislation that will prevent that 
from happening and that particular company, and a number of 
others are now alarmed that we are doing what they originally told 
us had to be done. 
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What happened? 

Mr. Snedaker. I do not know. I would be speaking for the major- 
ity, I would say, of the independents in the industry, that this sub- 
ject is not a new one, that docket 78-72 has been around for a long 
time, but I think the realization of the impact on some of the 
smaller companies just started to come to a head within the last 
several months, and I think the concern as expressed here — and it 
is a legitimate concern — is a function of a major change that could 
have a big impact on the high-cost companies, and also lack of 
knowledge which we all had as to what was in the FCC order, what 
did it mean. 

When you read the first issue of the order, you had to read it 
three or four times, and a lot of people were not up to speed. 
USITA was holding meetings as recently as 2 or 3 months ago to 
educate people, and there are a lot of people that still do not under- 
stand exactly what is happening. 

Representative Swift. I see. And so as soon as these other people 
really understand as well as you do, then they will all agree with 
you; is that correct? 

Mr. Snedaker. I would say this, that when we first looked at it 
we had the same reaction they did. 

Representative Swift. I know you did. 

Mr. Snedaker. It was a very big concern. This is going back 2 or 
3 years. 

Representative Swift. Could I ask — I do not mean to cut you off, 
but I think we have a sense of your answer. 

First of all, with USITA, how are the dues paid? 

Mr. Snedaker. Each company pays dues based on their income, 
their revenues. 

Representative Swift. So you are dominated by the big indepen- 
dents. 

Mr. Snedaker. No, the board is — you do not base the votes on 
dues — the votes are one vote per person, and the board has a ma- 
jority of the smaller members on it on purpose. 

Representative Swift. So most of the money comes from the big 
guys, but you are perfectly happy to let the small companies domi- 
nate the board — boy, if I buy that, USITA, you would sell me a 
bridge, would you not? 

Mr. Snedaker. If we did it the other way around, the small com- 

[)anies would pull out. They do not want to be dominated, and the 
arger companies do not want to dominate. 

Representative Swift. Let me lay out a h)rpothesis for you, and 
you tell me what is wrong with it. 

It seems to me that the independent telephone companies, big 
and small, have been living an anxious life for a lot of years now. 
Bell has largely been dominating this whole process. It seemed im- 
possible for Congress even to go to battle with them and win. The 
uncertainty has, I think, just driven your planners crazy, and that 
at last came an access charge, and good, bad, or indifferent, it was 
settling things now. It had some certainty. You knew what the pa- 
rameters were. And there just had to be an attitude in boardrooms, 
particularly of the larger independents, of saving just go with it, 
get the uncertainty over, and you know, we will do better with that 
than this uncertainty continuing forever and ever and ever. 
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Did you not feel that way? I mean is that not part of the support 
of this access charge? 

Mr. Snedaker. Certainly. One of the key — I agree that the cer- 
tainty is a very important part. 

Representative Swift. I think that is legitimate. I am not criticiz- 
ing that at all. But I am tr3dng to understand the thought process 
that would get what to me is a fairly dramatic about-face on the 
part of at least the larger independents. 

Mr. Snedaker. Well, I would say again that if we went back and 
looked at our filings in docket 78-72 over the last 3 or 4 years and 
you could see a gradual shifting in our position, and you started to 
think about the bjrpass issue and how you really should attack this. 

Representative Swift. Now, I think that is good. 

Mr. Chairman, if I could prevail on you just a little bit. 

Chairman Dingell. The gentleman is doing just fine. 

Representative Swift. I always find it important to ask the right 
questions if you are going to get at the right answers. I remember 
sta3dng overnight at a hotel, I had a speech to give that noon and 
wanted to check out, put my bags somewhere, and I was just going 
to grab them and run right after the speech. And I went down to 
the lobby, paid my bill and had my bags, and I saw this little fellow 
in a very snappv uniform there, stood about so high, and I went up 
to him and said, what can I do with these bags so I can get them 
later, and he said in this startling Australian accent, well, mate, 
the first thing I would do is ask a bellhop instead of an airline 
pilot. 

Now, it seems to me the kinds of questions that could be asked 
about dealing with b3rpass, that is key, b3rpass is key, and the kinds 
of questions that were being asked grew out of who was asking the 
FCC that has a rather rigid philosophy in this regard, and tele- 
phone companies. And if you said, boy, if you charge access fees to 
the long-distance companies, you have got this bjrpass problem, 
how can we resolve that, and I think the kinds of questions that 
those particular people, honorable all, but with their particular 
perspective, they would be asking questions that would probably 
lead you to sticking it all to the end-user. This is the one person 
that was not involved in all of that, that was the end user. 

I just think there were some questions about how to handle 
b3rpass that never got asked. And, therefore, you did not get an- 
swers that might resolve that bjrpass problem which has to be re- 
solved in a fashion that does not lay it all on the end user. 

It seems to me that that flows pretty logically. 

What we are trying to do in Congress, because we are supposed 
to represent those consumers, we have asked some other questions. 
We are sa3dng if you have got a b3rpass problem and you have to 
resolve it, how do you do it without sticking it all on the end user? 

We have come up with this proposal with regard to charging a 
fee to the bjrpassers that will neutralize access charges as part of 
their economic analysis to decide whether or not they are going to 
bypass. 

While I can understand you people's almost desperate need for 
some certainty in this process so you can get on and deal with all 
of the other revolutionary things that are happening, I understand 
that, but it seems to me it is not asking too much to just let us go 6 
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months more with a little uncertainty so we can take care of that 
end user, the consumer, as well. 

I really feel that after some of us hung in as long as we did with 
the concerns of the independent telephone industry on this whole 
long process, to find you bailing out because you have got your part 
of the problem at least under control, if not solved to your total 
satisfaction, is unfortunate at best. 

I just appreciate, if you want to respond, I am interested if any of 
the other panelists have any comments on this analysis that I just 
went through. 

Mr. Snedaker. Certainly it is of help. It is one of the concerns in 
the bypass, as we heard today, is the message, the clear message to 
the people that want to become bjrpassers or think they should be- 
cause there is an economic incentive there, and if the message is 
there, why go out and build your own facilities when we have fecil- 
ities here that you can use, and the only reason you leave is be- 
cause you want to avoid the toll subsidy, that then puts a further 
burden on the existing customer. 

So that is one point that came to us as we started internally to 
debate it just among two or three people in our company. And we 
are not probably as susceptible to bypass as New York Bell or Illi- 
nois. Our largest town is 50,000. 

But nonetheless, if you take Tennessee Eastman out of Bristol, 
Tenn., or one of the other two large customers, that will have a 
major impact on those areas. So we were interested and concerned 
about that. 

We do have some problems, the same problems that were dis- 
cussed today with respect to measuring bypassers and what was 
their intent and so on and so forth with respect to the charges or 
what have you, the fines, or which way you go, and we think that 
could be very difficult. 

Representative Swift. Obviously there are some problems there, 
but they can be solved. And I think the problems you might have 
there are at least equal or are no more than equal, maybe less dif- 
ficult than setting up the whole welfare system that seems to be 
the logical foUowup if we implement the access charges. 

I would be interested if any of the other panel members would 
like to comment on the observations that I made. 

Am I all wet? 

Mr. Ware. Congressman, the small company segment of the in- 
dustry I think wholeheartedly appreciates the efforts that many in 
Congress have made to try to protect the interests of the consum- 
ers, and I guess because of our size we feel that we are closer to the 
consumer and also very concerned. So we support this effort at leg- 
islation which would prevent the escalation of local service rat^ 
beyond the means of many of our customers. 

I guess we have been fairly consistent in that position all along. 

Representative Swift. It seems to me you fellows need some sta- 
bility in this industry as badly as the big guys, but you are willing 
to hang in there one more round to see if you cannot get a better 
deal for the consumer. 

Is that fair? 

Mr. Nehring. Congressman, I might add, being a part of the 
USITA picture for a number of years, I think there has been a seri- 
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ous effort made to accommodate and reach consensus. But as you 
touched on, when the mantle of AT&T and the overall partnership 
started to break up, I think everyone was immediately forced to 
look at their own self-interest, just as I must. 

As a result, those companies with a small base, with the inability 
to flex, to transfer their investment, like basically we are, will have 
a different attitude than someone like a General Telephone or per- 
haps a United. We have really nowhere else to go. We are looking 
at a laboratory model, like I explained earlier. That is it. There is 
no option for most of us. 

So there is a difference there, and I think it just demonstrates 
another reason why Congress must come up with a national policy 
to hammer perhaps some consensus that will not be achieved in 
the industry. I think they have the talent, if they ever get pulling 
in one way, to work with the regulators to resolve the matter. I 
think the regulators also need some direction because there are 
some var3dng degrees of participation in the regulatory field from 
the State standpoint. 

I think that is why the sooner Congress does take that step, the 
better off the whole Nation will be. 

Representative Swift. Thank you, panel. 

Mr. Keen, did you care to say something? 

Mr. Keen. Yes; I would like to say a word or two about that 
same thing. 

I, too, belong to USITA, and I have worked in their small busi- 
ness committees and things like that. I have no falling out with 
any of them, but we do not always agree with everything. We are 
kind of like a big family, you know. We do not always think alike. 

Some of the thinking of some of the larger companies would 
bankrupt my company, so I cannot go along with them, naturally. 
Yet I do not fall out with them. They are running their show and I 
am tr3dng to run mine. 

Talking about positions, now, we were just looking at a piece of 
paper back there a while ago that the Rural Coalition put out in 
1979, and I read it a while ago, and I still has not changed any- 
thing, any of my thinking on it. It looks just like, you Imow, we 
still have the same problem. It has not changed any. 

You know, when you are operating a company like RoUie or my 
own or anywhere where it is in a real rural district — and when I 
talk about rural, some people in this room may not know what I 
am talking about, and my idea of universal service may be a lot 
different from some of the other people in the room. Mine do not 
stop on pavement. It goes on out to the far end of every creek in 
our area. It has run the cost up tremendously, but they have all 
got a phone out there that wanted one within my certificated area. 
It was very costly to do it, but that is what it says in the REA con- 
tract that I signed with the U.S. Government— that we would do 
that. And most REA bars have done that. 

Now, that is universal service, when anybody out there, rancher, 
farmer, miner, or whatever that needs and wants a phone can get 
one. He has also got to afford it. Now, if it starts running too 
much, a lot of them cannot pay for it, and the rest of them will not 
pay for it. 
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And there again, you are getting away from universal service be- 
cause it should be where anybody, basically anybody, could afford 
at least a telephone that they can call in on. I do not think that 
measured service, you know, is necessarily the way to go, but it 
could be done that way. 

We could also, you know, if someone did not want to pay their 
toll access charge under the FCC plan, well, there are ways that we 
could separate that and not make the customer pay. We can deny 
them toll, but it is a real problem to try to figure out how to recov- 
er under the FCC plan that just simply turns everything over to 
the customer. I do not think that is a solution. 

Chairman Dingell. When you say turns everything over to the 
customer, you mean, turns all the charges over to the customer. 

Mr. Keen. That is what I am talking about. 

Chairman Dingell. That is different from benefitting them. 

Mr. Keen. That is what I am talking about, is the access charges. 

You are sa3dng, for instance, in New Mexico, the intrastate 
charges are not going to be pooled. That is, under the present plan 
that Bell has presented, and that would mean that our company, 
that the nontraflic-sensitive costs are certainly out of the question. 
Anybody pa3dng those per month, any customer, just simply means 
that we have got to be pooled. Otherwise we are dead in the water. 

Chairman Dingell. Would the gentleman 3deld here? 

Representative Swift. Certainly. 

Chairman Dingell. Mr. Keen, if the FCC ruling had been in 
place when your particular telephone company was started, how 
many of your subscribers would have telephone service now? 

Mr. Keen. I do not believe I would have bought that company. 

Chairman Dingell. I do not believe that there would have been 
any company for you to buy. 

Mr. Keen. That is probably right. 

Chairman Dingell. If you had to start your company now under 
the FCC ruling, how many of your current subscribers would you 
be able to serve,and how many of them would be able to afford the 
kind of service that you would have to provide at the kind of rates 
that the FCC plan would require? 

Mr. Keen. That would be hard to say, you know. 

Chairman Dingell. Would it be fair to say that all of the sub- 
scribers would be delighted with the rate? 

Mr. Keen. No way. 

Chairman Dingell. What are vou telling me about that? 

Mr. Keen. I think on probabiv about the second or third year, 
that we would drop out quite a few customers. We would drop out 
some immediately, let's say, but then as it got close to a total of 
$25, or $30, $40 a month, they are not going to pay that. 

Chairman Dingell. What would your rates be under the FCC 
regulations as set forth? 

Mr. Keen. Let me quote what REA said in 1981. They used 1981 
figures on all of the companies in the United States, and mine hap- 
pened to be No. 9 on the hit parade or something like that as high 
cost, $108 a month would be the total revenue requirement. The 
customer would pay $43.99, I believe it was, or $44 a month. That 
is at the end of the 5-year period, or 6, whatever, the end of the 
transition. 
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Chairman Dingell. You are saying it is $108 or $44? 

Mr. Keen. I said the total revenue requirement was $108, and 
the customer would be pa3dng $43.99 of that. 

Chairman Dingell. Who would make up the deficit? 

Mr. Keen. We have a good many traffic-sensitive costs, you see, 
that come out of the settlement. 

£!hairman Dingell. I see. 

Mr. Keen. That is where it would come from. 

Chairman Dingell. Mr. Copsey, how many of your subscribers 
would be receiving service today? How many of your subscribers 
would be able to start up if you were starting up your company, as 
subscribers of your under the FCC's proposed regulations on this 
matter? 

Mr. CopsEY. If I were to do the thing over today and build that, I 
think the customers that would end up and have service would be 
those in the town portions and basically the very close perimeter to 
town. The rest of them in the rural areas would not have service. 

Chairman Dingell. What would your rural and city subscribers 
be pa3dng per month if you were to be stringing lines and hooking 
up your customers today under the FCC regulations? 

Mr. CopSEY. I have never really tried to do that, figuring what to 
go back to, but I do know that to hook up a new — each additional 
customer that we hook up today is in the range of $1,500, that cost. 
But you have got a lot of imbedded costs in there that are greatly 
depreciated. So then effectively it brings it into line or makes it a 
lower amount that then is meltable to the other. 

Again, I have not added up and tried to put that into a meaning- 
ful bid, or trying to assume I wanted to start over from scratch in a 
rural area. I just do not think that the rural people would ever end 
up and receive service under today's costs. 

Chairman Dingell. You mean with the regulations that the FCC 
proposes? 

Mr. CopsEY. Yes, with 78-72 implemented. 

Chairman Dingell. Mr. Ware, what comment do you have? 

Mr. Ware. I believe the subscriber base would be limited to the 
confines of the small communities. Our company is a cooperative, 
and we serve 24 very small communities. The exchanges range in 
size from about 110 subscribers on up to about 1,400. And our 
system is financed almost entirely with REA loan funds, and REA 
is required to determine that the loan is feasible before they will 
lend funds. 

Chairman Dingell. In other words, the loan could be repaid. 

Mr. Ware. Yes, so that the loan could be repaid. So I would 
doubt that many of the improvements that have been made would 
have been made under present or proposed regulations. 

Chairman Dingell. What are your current monthly charges, Mr. 
Keen, Mr. Copsey, and Mr. Ware? What will they go to if the FCC's 
plan goes into place? 

Mr. Ware. It is very difficult to determine exactly, but our 
weighted average rate, taking into consideration the different rate 
levels we have, is $6.40 a month. 

Chairman Dingell. What will it go to if the FCC's plan goes 
through? 
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Mr. Ware. Could I comment just on the $6.40 for a moment, Mr. 
Chairman? 

The $6.40 appears to be very low, and that is because our ex- 
changes are very small, and many of our subscribers can only call 
500 other subscribers without pa3dng a toll charge. 

Now, the projected rate under the proposed FCC rules would be 
about $22.50, approximately 250 percent increase, and we are fairly 
certain that many of our subscribers cannot pay that, which then 
generates the rate spiral and further disconnection that the com- 
mittees have heard about. 

Chairman Dingell. Mr. Copsey, what do your subscribers pay 
now and what would they pay if the FCC plan goes into place? 

Mr. CopSEY. Because the FCC plan has evolved on through here 
and is necessary for each of the small companies in many states to 
file their own access charges, we have derived what our costs are. 
The national average nontraffic-sensitive costs per year per loop, 
revenue-producing line, is $227, and those are varied all over the 
place, we have heard, but this was put together by the industry re- 
cently and I think is the new figure that will be used for 1984 costs. 

By the same token, we end up and got our costs together, and 
our same nontraffic-sensitive costs were $228 per year, which says 
that we were right on the average. 

Chairman Dingell. This is the average cost per subscriber? 

Mr. CopsEY. Yes, and the national average was $227. So teking 
that and dividing it by 12 months gives you $19 a month that you 
would end up to the customer. The remaining costs that would be 
there, they are in the form of traffic-sensitive costs, and I do not 
know what those would amount to. 

Chairman Dingell. What would your subscribers' rates go to 
under the FCC's plan? 

Mr. CopsEY. I am going to guess. They are currently $9.35 for 
residential. They would end up and add, prior to yesterday, it 
would end up and add roughly $4 per customer for interstate 
access, and if you mirrored that on the Stete side, you would have 
about $3. So this is the start of the transition, not to the end result. 
So that would be $7 onto that, would be $16.35, in that neighbor- 
hood. 

Chairman Dingell. And it will escalate as the years go by. 

Mr. CopsEY. Yes. 

Chairman Dingell. At about what rate per year? 

Mr. CopsEY. Because we fell right close to the average, it looked 
like that probably 3 years would end up to get us into the $19.35 
and then some. I assume $19.35. 

Chairman Dingell. $19.35? 

Mr. CoPSEY. Yes, for the nontraffic-sensitive portion. You send up 
and have a traffic-sensitive portion. 

Chairman Dingell. And that would raise it by how much more? 

Mr. CopSEY. I really do not have a feel for that. I would guess in 
the range of $5 or $6. 

Chairman Dingell. So that would carry it to $25 a month. 

Mr. CopsEY. $24 or $25 I think would be adequate. 

Chairman Dingell. Mr. Keen, what are your present monthly 
charges, and what would they go to under the FCC regulations? 
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Mr. Keen. It is about $7.75 right now. We have a rate increase 
filed for $10 across the board for the whole system. Of course, we 
have a brand new system, and so we are asking for the new rates 
on account of the new service that we are giving them. It is not a 
very fair — it is very low because the previous owner had not asked 
for a rate increase since 1959. So we had to wait until we rebuilt 
the system, and then we went in for a rate of $10. 

Chairman Dingell. You mean a total of $10? 

Mr. Keen. Yes. 

Chairman Dingell. Now, if the FCC's plan goes into place, that 
$10 rate would rise to what? 

Mr. Keen. Well, $2 for the first year for interstate access, that's 
$12, and then I think that is about $3 for intrastate. 

Chairman Dingell. How about trafficnsensitive charges? What 
would these charges raise it to? 

Mr. Keen. The first year the customer would probably not be 
raised up over about $16, $17. 

Chairman Dingell. And the second year? 

Mr. Keen. Well, just whatever, it raises $2 a year, was it not? It 
would probably do the same thing on the other side. So it probably 
would be raised about $4 a year for 4 or 5 years, to the end of the 
transition period. 

Chairman Dingell. So you are looking at something on the order 
of $17 the first year, $21 and $25 or thereabouts, in the second and 
third years respectively, is that correct? 

Mr. Keen. I believe that is right. 

Chairman Dingell. Mr. Nehring and Mr. Snedaker, could you 
please tell me what are your current average charges per custom- 
er, and what would they go to under the FCC's plan? 

Mr. Nehring. Mr. Chairman, right now, we have average local 
rates. Our average local rates are around $11. 

Chairman Dingell. And what would it go to? 

Mr. Nehring. I would like to add to my opening testimony. Most 
of the studies have been done this way, by assuming transition was 
completed. We take the position that a wolf is a wolf, even though 
there is a sheep's wool draped over it. Although the transition is 
desirable, that the end result of the end user, customer, still pa3dng 
everything for the nontraffic-sensitive costs is really the study 
level. The REA study has been done that way also. Most of the 
studies I have done have been done using the most current figures 
available, but assuming the transition is completed. 

On that basis, depending upon how some of the interpretations of 
the debt equity ratio paraigraphs of the joint board and so on are 
interpreted, our monthly rates will range from a high of $49, and 
the example I gave, using a totally different approach, came out 
$47. But once again, that assumes total transition also, compared 
to REA's figure of $37 per month which would include all access 
charges and local charges upon completion of transition. 

Chairman Dingell. Mr. Snedaker. 

Mr. Snedaker. In the United Telephone system the average is 
about $10 a month right now, and obviously the first year you 
would go with $2, but that $2 would go up to $4, and you would 
have it matched on the intrastate side probably at about $4, so you 
go to about $18, and then it would be offset, the total bill would be 
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offset by any reduction in toll, which averages about $30 per cus- 
tomer. 

Chairman Dingell. About what? 

Mr. Snedaker. About $30, if I figure it correctly. 

Chairman Dingell. So your $10 monthly charge would go to $30? 

Mr. Snedaker. No, the local rental, $10, would go to maybe 
about $18, but then I am sa3dng at the same time today you pay 
$10 on a local, you are running $30 in long distance, let s assume, 
and that $30, if there is any reduction that has been predicted here 
today, that will be an offset downward. 

So today the total bill would be $10 plus $30, which is $40, and 
then you go up to say $18, and then you take the $30 and say if 
there is a reduction for the same volume, it would reduce the bill 
by that amount. There would be an offset. 

And then the other offset which we have not discussed is the 
high cost fund, and I do not know if that has been priced out. 

Chairman Dingell. Your assumption is that your people are 
going to be using long distance fairly extensively, correct? 

Mr. Snedaker. I would say on average; you have the high users, 
you have the lower users, and you have the people that do not use 
it at all. 

Chairman Dingell. What about the little guy who does not use 
much long distance. He is pa3dng $10 now. What is he going to pay 
at the end of the transition period? 

Mr. Snedaker. If he makes no long distance calls, he will pay 
$10 now. He will go up to about $18. 

Chairman Dingell. I beg your pardon? 

Mr. Snedaker. $18 at the end of the transition. 

Chairman Dingell. All of this is going to occur because the non- 
traffic sensitive costs of the local plant will be loaded entirely on 
the local subscribers, is that right? 

And right now that does not happen, does it? 

Mr. Ware. No, that is correct, Mr. Chairman. 

Chairman Dingell. That enables your customers, Mr. Copsey, 
Mr. Keen, and Mr. Ware, to have widely available telephone serv- 
ice at reasonable cost, is that correct? 

Mr. Ware. That's correct. 

Chairman Dingell. So the FCC's plan would change that, is that 
correct? 

Mr. Ware. Change it drastically, and probably to the detriment 
of our customers. 

Chairman Dingell. The congressional goal set forth in law as 
universal telephone service is part of the 1934 act, is that correct? 

Mr. Ware. That is correct, sir. 

Chairman Dingell. And the FCC would change that? 

Mr. Ware. Yes, sir. 

Chairman Dingell. Now, why should we do that? 

Mr. Ware. As our testimony indicated, Mr. Chairman, we do not 
believe that should occur. 

Chairman Dingell. I join you enthusiastically in that statement. 

Maybe Mr. Nehring and Mr. Snedaker can tell us why we ought 
to make that change. 

Mr. Nehring. For the record, Mr. Chairman, I agree with these 
gentlemen. 
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Chairman Dingell. Now we are making progress. 

Now, Mr. Snedaker, why don't you tell us why we should make 
that change? 

Mr. Nehring. I totally disagree with a total change of philos- 
ophy. For years we have heard the hue and cry of toll subsidiang 
locsJ, and all of a sudden we come up with an 180 degree turn- 
around pendulum swing whereby the local is going to be paid total- 
ly by the end user, after the transition, and all of a sudden "little" 
companies like AT&T and IBM and ITT and MCI are going to be 
able to come to our customers free, so to speak, because the cus- 
tomer is already pa3dng for that local cable. 

Chairman Dingell. And you are providing the local amount that 
is going to make that interstate system for these big folks desir- 
able, cheap and accessible. 

Mr. Nehring. It makes it easier for them to make a profit. I 
really — bjrpass certainly is something that is a problem for a lot of 
the companies. 

Chairman Dingell. Bypass can be addressed, can it not? 

Mr. Nehring. I think it can, and very frankly, I do not know if 
the FCC bill will cure it because it is so transitional itself that 
bjrpass, by everyone's statements here today, is moving so rapidly 
that if we are going to transition to the FCC plan, bjrpass will have 
occurred before the FCC plan can get those end user costs to the 
end user. 

Chairman Dingell. That is right. 

Now, there is also another thing. The FCC plan will encourage 
bjrpass of the local system, is that not a fact? 

Mr. Ware. That is correct. 

Chairman Dingell. Gtentlemen, our reporter cannot get nods. 
You have to say yes or no. 

Mr. Ware. Yes, Mr. Chairman, and could I address another point 
that has been addressed several times today, and that is that the 
alternative for individuals who cannot afford the newly priced local 
service could have measured service, and that is not a viable 
answer for many of us who have small exchanges. The investment 
required to even measure the service would be substantial, and our 
exchanges are so small that you do not have a sufficient subscriber 
base over which to average the costs that are not being recovered. 

Chairman Dingell. All right. 

I am sorry, Mr. Copsey. Go ahead. 

Mr. CopsEY. May I add one more confusing bit to that? 

Chairman Dingell. We do not want any confusion here. There is 
enough in the record already. 

Mr. CopsEY. The FCC plan where the end user pays for all of the 
nontraffic sensitive costs after the transition period, taking that in 
my eyes is absolutely absurd. I have heard three or four times 
today that LMS or local measured service is a method to provide 
lifeline service or to see that everyone has universal service. Bear 
in mind that the rationale, the economic rationale that was used to 
get the end user to pay for the nontraffic sensitive costs in the FCC 
plan, those are the same costs that make up the local measured 
service costs. Yet, on local measured service, you end up and you 
apply all usage to those same costs. 
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So you have got two opposite directions there of people talking 
from both side of their mouths. 

Representative Gore. Would the chairman 3deld for a brief com- 
ment? 

Qiairman Dingell. Sure I will, of course. 

Representative Gore. It seems to me measured service, as it has 
been described in these circumstances, is a substitute so long as 
you do not use your telephone. 

Mr. Keen. That is right. 

Mr. Snedaker. I think measured service gives the customer a 
choice, gives him a choice in a way. 

Representative Gore. Of using it or not using it. 

Chairman Dingell. Or of dropping it if it costs too much. 

Mr. Snedaker. It gives him a choice, which is important, I think. 

Representative Gore. It seems to me, Mr. Chairman, if I can 
make another short comment, that this problem is similar in ac- 
counting terms to one which faced railroads years ago, when they 
took the joint and common costs of maintaining tracks and equip- 
ment in order to meet competition from other carriers, shifting «Q1 
of the joint and common costs they could from freight onto passen- 
gers, and that in some measure accounts for the state of passenger 
service in the country today. 

My concern — and I know you all have expressed this as well — is 
that you are going to see a lot of local telephone customers going 
the same route and just not being able to be a part of the system. 
We see them in our congressional districts, and we talk with people 
who have social security disability or some problem, you know, 
they are 4 or 5 percent of the people, just cannot afford a telephone 
today, but not that many. But that number, particularly in rural 
areas, is likely to jump way on up there. 

I appreciate the chairman 3delding. 

Chairman Dingell. I apologize. I will recognize the gentleman as 
quick as I can. 

Gentlemen, each of you on your exchanges have a few very large 
companies that use part of your facilities within your local service 
net. Who might be encouraged to bjrpass your met if the local 
access charges get too high? 

Mr. Ware. We are very limited in the number of large customers 
in our small communities, but when the local service rates go that 
high, there is the danger or the probability of local b3rpass, as you 
have mentioned, and that would be very real, and that would work 
to the destruction of the local exchange concept. 

Chairman Dingell. It would also cause an enormous drop in the 
revenues because it would pull a lot of calls that are now going 
through that local exchange out of that exchange. 

Mr. Ware. That is correct, Mr. Chairman. 

Chairman Dingell. It would cause further cost escalation for the 
remaining subscribers who do not have the resources to b3rpass, 
would it not? 

Mr. Ware. Our particular company does not have as large a po- 
tential for that as many of the other small companies in the 
United States, but for many, it is a very real problem, as you have 
mentioned. 

Chairman Dingell. How about you, Mr. Copsey or Mr. Keen? 
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Mr. CopsEY. We have been very fortunate and have experienced 
a great deal of b3rpass over the past few years, and I say that be- 
cause from our eyes, what the Bell system has done to us is the 
same thing as what the Bell system is sa3dng that MCI and others 
would be doing to them in the form of bjrpass. The message toll has 
ended up and been converted to private lines, FX's, this other type 
of stuff. So we have already experienced a great deal of b3rpass. 

Chairman Dingell. Mr. Keen. 

Mr. Keen. We have two customers in our operating area that 
would probably be subject to b3rpass. 

Chairman Dingell. Who would they be? 

You do not have to identify them by name, but just give a de- 
scription. 

Mr. Keen. Well, one is a big radio-telescope project that is scat- 
tered out over 30 miles out there on the prairie. 

Chairman Dingell. They could attempt bjrpass? 

Mr. Keen. They could probably come out with bjrpass. And then 
we have got the Air Force and FAA at a radar site that might 
b3rpass. 

Chairman Dingell. And they would be tempted to if your local 
access charges got too high. 

Mr. Keen. Right. 

Chairman Dingell. Mr. Nehring, what kind of experience do you 
have? 

Mr. Nehring. We have in most of our areas at least one or two 
m£gor users, a large ranch, the Forest Service. This was a few 
years ago, but the Forest Service wanted us to look into giving 
them FX service which, as you know, puts that phone into the 
nearest Bell town and leaves us with the extension, and it would 
have impacted us 33 percent just from that one customer. 

Chairman Dingell. As I gather it, the FCC's plan could very 
well exacerbate that situation, could it not? 

Mr. Nehring. I think our biggest — we as small, rural indepen- 
dents pay the price for competition, but we basically do not get 
much of the benefits, and our biggest b3rpass threat is probably 
from the adjacent Bell people. It is in their self-interest to try to 
get that revenue. 

Chairman Dingell. Mr. Snedaker, do you have any comments? 

Mr. Snedaker. Yes, I do, Mr. Chairman. As I understand the 
thrust of the question, we are talking about the FCC placing 
access 

Chairman Dingell. Encouraging local bjrpass, not bjrpass of 
the 

Mr. Snedaker. No, local bypass, correct. 

Now, I guess I would suggest the cases we just talked about may 
be considered local bjrpass, but the local b3rpass, in my opinion, 
would only take place if you have an alternate facility there, and 
that the cases we are talking about really are customers that are 
attempting to bypass the toll. 

Chairman Dingell. Let's suppose you had a cable system that 
was able to provide communication services, or let's suppose that 
they could hook into some kind of a microwave system. 
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Mr. Snedaker. Then that would obviously today be an exception 
rather than a rule, particularly in the rural areas that we are talk- 
ing about. 

Chairman Dingell. If you get enough folks with high local 
access charges, you are going to find that b3rpass is going to grow, 
are you not? 

Mr. Snedaker. I would say possibly, although it is very costly to 
convert CATV systems to have the capability of two-way switched 
voice. 

Chairman Dingell. They are planning it right now. 

Mr. Snedaker. Right, but in the big cities, primarily, the major 
markets. But if you did have that capability, obviously, and it 
drove the access charge up high enough, you could drive the cus- 
tomer onto an alternate network, if it were available and if it were 
cheaper. 

Chairman Dingell. Thank you. 

Gentlemen, the Chair thanks you. I have kept my friend and col- 
league, Mr. Gore, waiting too long. 

Representative (Jore. Thank you very much, Mr. Chairman. It is 
fine. I have enjoyed the interchanges. 

I would like to ask you a couple of questions, Mr. Copsey. 

What percentage of your revenue do you get now from long dis- 
tance contributions? 

Mr. CoPSEY. Approximately 60 percent. 

Representative Gore. Sixty percent? 

Mr. CopsEY. Yes. 

Representative Gore. The other 40 percent comes from your 
local ratepayers. 

Mr. Copsey. Yes. 

Representative (Jore. Under the FCC plan, you would have to 
charge your customers $2 going up to $6 for long-distance access, 
right? 

Mr. CopsEY. Yes. 

Representative Gore. Now, would that make up for the reduction 
in the amount of contribution that you get from long distance? 

Mr. CopsEY. No, it will not. 

Representative Gore. Well, over what period of time — ^well, in 
other words, some people have the notion that this lid that the 
FCC has put on is going to put a lid on the impact on customers 
that comes from the restructuring of access charges, but that is 
just not so, is it? 

Mr. CoPSEY. That very likely is not so. I have not seen the order, 
and I doubt that the order has been written yet. But when it does, 
that is a very critical point, because they may very well end up and 
lower the interstate revenue lid, cut it from $4 down to $Z, but 
then you are going to find yourself with a $2 shortfall on the State 
side that will then necessitate all companies going in to recover 
that revenue shortfall from the State jurisdiction. 

Representative Gore. So you will be under pressure to raise local 
rates over and above what these other pressures are causing in 
order to make up for the lost revenue that you are now getting 
from contributions. 

Mr. CopsEY. That is very likely to happen. But then that would 
come from the deciphering of what the order, the new order sajrs. 
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Representative (Jore. As I understand it, that 60 percent which 
you now get would go down to 25 percent. 

Mr. CopsEY. At the end of the transition. 

Representative Gore. And then the $2 went up to $6 initially, 
but there is going to be a mismatch in your case. Supposedly at the 
end of this interim period the charge on the customer is supposed 
to equal the 25 percent in what you have lost, but it will not in 
your case. 

Now, we have heard a lot of talk today about the potential prob- 
lem of customers in urban areas subsidizing rural and high cost 
areas. One of our colleagues referred to these as gold-plat^ serv- 
ices. 

I just wanted to ask you, Mr. Copsey, could you give us your esti- 
mate of how many small telephone companies in OPASCO, for ex- 
ample, are flush with cash and offering gold-plated services to 
wealthy farmers, for example? 

Mr. Copsey. First I would like to know where the wealthy farm- 
ers are at this stage of the game. 

But you keep running on to this bit that the rural companies end 
up in gold-plate systems, build them that way. I do not think that 
that is really true. I think that is an adage that may have gotten 
on there by the actions of a few, but I do not know who those few 
are. But then again, as in any business, there are some that end up 
and lean toward that — get that name started. 

However, I think — and the country I am most familiar with is 
Missouri — I do not know of anyone in there that would consider it 
gold-plated. In fact, I consider there are several in there that are 
quite frugal operators. And I think you will end up and find that 
the vast majority fall in that very category. 

Representative Gore. We have a lot of statements around here 
sometimes based on mythology instead of fact, and I think there is 
a heavy mythological content to that gold-plated services charge. 

Now, let me ask you about universal service. Do you know of any 
way to gage how many of your customers will disconnect from the 
system as rates go up, a certain percentage? We have had esti- 
mates that, for example, for a 10-percent increase in rates, 1 per- 
cent of the customers will drop off the system. 

Do you know of any good evidence or any good way to estimate 
what the impact on universal service is likely to be in your area? 

Mr. Copsey. There have been various studies made on that, and I 
think I give those about the same credence as you do, which is 
nearly none. I think the real experience that one has got to draw 
on the various local rate increases that the companies have experi- 
enced throughout the time, and they end up tr3dng to draw from 
that what the disconnect rate has been. 

But if you end up there and get on into the $20 range, you are 
into a new world out there, and you have got rural areas out here 
that $20 in an urban area, $20 in a rural area that is low income is 
a good many more dollars. 

So I think whenever you telk about what percentage will discon- 
nect, I do not know what those dollars are, but this is my own opin- 
ion, I think that they exceed 2 percent in disconnecting from the 
network and universal service, and brings on great problems for 
Congress to straighten up at that time from the public. 
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Representative Gore. We are anticipating those right now. 

Mr. CopsEY. I appreciate this. 

Representative Gore. Anyone else want to comment on this? 

Mr. Nehring. I would like to say it will somewhat depend on the 
type of exchange area that you have. 

Representative (Jore. Will you pull that microphone around? 

Mr. Nehring. One of our exchanges is very heavy on retirees. 
They run on a much tighter budget than a farm family. 

Representative Gore. And they figure it down to the penny in 
many cases. 

Mr. Nehring. Many of them never make any calls. The children 
pay for their phone just so the children can call them and for 
emergencies. But the children will still support them, and that is 
one thing. But those people paying it themselves watch every 
penny, and they will be the first to drop off. 

The people that do have places up in summer home areas, for ex- 
ample, will quickly drop off because that phone is a convenience. 
Maybe for them it is not that big a problem, but as they fail to sup- 
port — there are people in those areas who live permanently and 
have health conditions, because a lot of them are retirees. So as the 
temporary people drop off because of migration, once again that 
base becomes a Catch-22. 

Representative Gore. Well, it has cascading effect, because the 
customers remaining in the rate base have compressed upon them 
a larger share of the load, and it cascades. 

Mr. Nehring. I feel the threshold is about a $20 rate from the 
few people Fve talked to. You know, we have not been too anxious, 
up until now, to forage out there and get the people all unnerved, 
because the FCC formulas really had not been firmed up. They are 
becoming more firmed up. And it is our intention to start having 
open houses so at least the people cannot say "why did you not tell 
me so?" 

Representative Gore. Yes. 

Mr. Nehring. The few that I have talked to personally feel that 
that $20 is kind of the straw that will break the camel's back. 

Now, there are some that will pay $40, obviously, but the aver- 
age user out there to me looks like $20, $21, and you start losing 
them. 

Representative Gore. Well, in Tennessee, just to take that as an 
example, our average bill is around $12.65 now, and they are pro- 
posing to go to between $28 and $29, so that will pretty well crash 
through that barrier which you indicate has such meaning. 

Mr. Nehring. Yes, sir. 

Mr. Snedaker. I would just like to make one comment based on 
some of the experience we had at United Telephone Co. in Ohio, 
which was back in 1975. At that time we had a 42 percent rate in- 
crease going from about $7 a month then to up around say $10.50. 

Now, the problem you have is to determine why customers are 
leaving. Unless you interview them and really know — but this was 
during an economic downturn — but based on looking at those fig- 
ures and those results, I would have to say our dropoff was prob- 
ably around 1 percent, and half of those came back in 6 montbs. So 
I think it is a difficult thing to project. 
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Representative (Jore. But by the terms of the example, you are 
still below that threshold area where people have to put it into a 
different budget category. Seven to ten dollars is very different 
than $12 to $28, a very different effect. 

Mr. Snedaker. I agree. 

Mr. Ware. Mr. Congressman, I think our area is probably not 
unlike a lot of other small telephone company rural service areas, 
and we have a larger percentage of elderly in our area than the 
State average does, and about a third of the people over 65 live 
alone, and I think it is about 25, 26 percent of those are considered 
to be below the poverty level. 

So I think talking about a threshold of $20 is probably adequate 
in some areas, but I think there are many of our rural service 
areas where $20 is not an affordable rate for many of the subscrib- 
ers. 

Representative (Jore. Well, thank you all very much. 

Mr. Chairman, I have no further questions for this panel. 

Chairman Dingell. The Chair thanks the gentleman. 

Gentlemen, you have been kept here a long time, and you have 
been very patient by waiting. 

The committee thanks you. Both committees thank you for your 
assistance to us. 

The Chair announces with great pleasure that I may gavel down, 
and I announce the next meeting will take place in the Caucus 
Room of the House of Representatives Cannon Building at 9:30 in 
the morning. 

[Whereupon, at 5:28 p.m., the hearing was adjourned to recon- 
vene at 9:30 a.m. July 29, 1983.] 
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UNIVERSAL TELEPHONE SERVICE 
PRESERVATION ACT OF 1983 



FRIDAY, JULY 29, 1983 

U.S. Congress, Senate Committee on Commerce, 
Science, and Transportation, and House Committee 
on Energy and Commerce, 

Washington, D.C. 
The committees met, pursuant to notice, at 9:35 a.m., in room 
345, Cannon House Office Building, Hon. John D. Dingell (chair- 
man of the House Committee on Energy and Commerce) presiding. 

OPENING STATEMENT BY CHAIRMAN DINGELL 

Chairman Dingell.^ The meeting will come to order. 

The Chair welcomes his good friend and colleague. Senator Bob 
Packwood and our colleagues from the Senate. On the House side 
this morning we express our appreciation for the courtesy extended 
us yesterday and for the remarkable leadership that our colleagues 
in the Senate have extended in this important matter. 

The Chair recognizes Mr. Packwood for such opening statement 
as he wishes to make and then Mr. Wirth. 

OPENING STATEMENT BY CHAIRMAN PACKWOOD 

Chairman Packwood. Thank you. You know, as far as we were 
concerned we found the hearings yesterday very helpful. As I look 
at the panels this morning, I do not think we will be here until 
5 o'clock on the hearings, but all of you I hope can say that these 
have been full and fair hearings and that if there are any positions 
left uncovered, I do not know what they might be. 

OPENING STATEMENT BY REPRESENTATIVE WIRTH 

Representative Wirth. Today we continue our hearings on legis- 
lation to assure the continued universal availability of affordable 
telephone service. 

At the heart of all of the bills before us is the revision or com- 
plete repeal of the FCC's access charge order. That order, as we all 
know by now, would eliminate the contribution that long distance 
service currently makes to local service — and, as a result, raise 
monthly local phone bills by $8 by the end of the decade. 

What is so striking about the FCC's order is its unfairness, its 
lack of balance. Over the years, the members of these committees 
have debated the prpoer allocation of the costs of local telephone 
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facilities used for both local and long distance service. Some of us 
would have assigned more costs to local service than is currently 
the case; others would maintain the present allocation. 

But nobody has ever suggested that long distance service pay 
nothing toward the costs of local service. Nobody, that is, until the 
FCC announced its access charge decision last December. 

The legislation I have introduced, along with Chairman Dingell 
and other members of the committee, would restore the balance 
that the FCC has upset. Our bill would require the Commission to 
establish a new access charge formula under which long distance 
telephone companies and private telephone systems continue to 
bear an equitable share of the costs of local telephone service. 

It bears repeating, however, that the legislation before us today 
addresses only one piece of the telephone rate issue. The multibil- 
lion-doUar rate requests pending in almost 30 States are beyond 
the control of any Federal legislation. 

It is up to the public utility commissions in those State to care- 
fully scrutinize those requests, and grant only as much as can be 
justified. I suspect that that will be far less than the $5 billion to 
$7 billion that is being sought. 

And it is up to the Bell operating companies to make sure that 
the divestiture process leaves them with the proper allocation of 
debt and assets to start 1984 in a financially viable condition, and 
not in need of massive transfusions of cash from local telephone 
customers. 

Our responsibility in Congress is to make sure that FCC deci- 
sions do not unnecessarily contribute to the upward pressure on 
telephone rates. That is the purpose of my legislation, and the 
other bills that have been introduced here and in the Senate, and 
that is also the subject of this morning's session. 

I welcome our witnesses and look forward to their testimony. 

Chairman Dingell. The Chair announces that our first panel is 
a panel composed of Mr. Theodore Brophy, chairman and chief ex- 
ecutive officer of General Telephone; Mr. Robert Flanagan, chair- 
man of the board and chief executive officer. Western Union; Mr. 
Neal J. Robinson, executive vice president, U.S. Telephone Commu- 
nications, Inc.; Mr. Charles L. Brown, chairman of the board, 
American Telephone & Telegraph; and Mr. William C. McGowan, 
chairman of the board, MCI Telecommunications Corp. 

We appreciate your courtesy to the committee. We look forward 
to your testimony with interest. Gentlemen, we have very impor- 
tant witnesses on this panel, and our concern is that we hear your 
testimony in a proper and appropriate order. Do you have any 
order in which you would like to be heard? Then the order will be 
as follows: Mr. Charles Brown, Mr. Theodore Brophy, Mr. William 
McGowan, Mr. Robert Flanagan, and Mr. Neal Robinson. 

Gentlemen, for the assistance of our reporter and for the pur- 
poses of the record, would each of you please identify yourselves 
starting on your left. 
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STATEMENTS OF CHARLES L. BROWN, CHAIRMAN OF THE 
BOARD, AMERICAN TELEPHONE & TELEGRAPH CO.; THEO- 
DORE BROPHY, CHAIRMAN AND CHIEF EXECUTIVE OFFICER, 
GENERAL TELEPHONE & ELECTRONICS CORP.; WILLIAM C. 
McGOWAN, CHAIRMAN OF THE BOARD, MCI TELECOMMUNICA- 
TIONS CORP.; ROBERT M. FLANAGAN, CHAIRMAN OF THE 
BOARD AND CHIEF EXECUTIVE OFFICER, WESTERN UNION; 
AND NEAL J. ROBINSON, EXECUTIVE VICE PRESIDENT, U.S. 
TELEPHONE COMMUNICATIONS, INC. 

Mr. Robinson. I am Mr. Robinson, executive vice president and 
chief financial officer of U.S. Telephone. 

Mr. Brophy. Theodore Brophy, chairman and chief executive offi- 
cer of GTE Corp. 

Mr. Brown. C. L. Brown, chairman of the board, American Tele- 
phone & Telegraph. 

Mr. Flanagan. Robert M. Flanagan, chairman of the board and 
chief executive officer, Western Union. 

Mr. McGowAN. William C. McGowan, chairman of the board, 
MCI Telecommunications Corp. 

Chairman Dingell. Gentlemen, it was the practice of the joint 
committee meeting yesterday that each of our witnesses would tes- 
tify for 5 minutes and that the entirety of the record of each of our 
witnesses would be inserted in the record. This is because of the 
very large number of witnesses to be heard from and because of 
the very large number of members from both committees present 
for this hearing. So each of you gentlemen will have your state- 
ments inserted into the record in their entirety, and we will recog- 
nize you for 5 minutes each. 

Gentlemen, starting if you please with Mr. Brown. 

Mr. Brown. Thank you, Mr. Chairman and Senator Packwood. I 
am here to answer any questions you have, but I would like to re- 
spond to the concern expressed by Senator Packwood in his letter 
to his Senate colleagues. As he stated, the concern we are dealing 
with is for the universal telephone network. This is the overall net- 
work which permits nearly everyone in the country to reach nearly 
everyone else quickly and inexpensively. 

I would submit the whole is what is important, not just the indi- 
vidual parts. Since the 1960's we have tried to point out the price 
shift effects of the introduction of competition into a monopoly rate 
structure. These effects were disbelieved or ignored until recently. 
Now the pendulum seems to have swung to the other extreme and 
the rhetoric reflects a near panic over the affordability of tele- 
phone service itself. 

Since the 1960's the debates have taken place in courts and regu- 
latory chambers and in Congress itself about the structure of the 
Bell System and its effect on the national desire for competition. 
We got the message and we agreed to drastically change the struc- 
ture to comply with what we read as public policy. The last time I 
sat here the concern was for the viability of the Bell operating 
companies. That concern seems to have calmed as we worked out 
the divestiture plan over the last 19 months. 

Now with 5 months remaining before divestiture, concern over 
local rates has become the issue. It is largely voiced by State regu- 
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lators who have nearly full control over these rates. Legislative 
proposals are now on the table which would attempt to turn back 
the clock and restore an economically irrationcd and anticompeti- 
tive pricing system. Public policy is for competition in conmiunica- 
tions, and yet we appear to be worried about it just at the time die 
consumers are beginning to see the benefits of it. They can buy or 
rent their telephones at a very low and competitive price, fiiey 
have a wide variety of choices in telephone company rate plans, 
and they can take advantage of competitive low-priced long-dis- 
tance service sold by a number of companies. 

Preservation of the entire universally available nationwide tele- 
phone network is the objective of the telephone industry, and I be- 
lieve also the objective of Congress and the regulators. It is the 
very life's blood of the Bell companies and the AT&T Co. after di- 
vestiture. As has been repeatedly stated, the price shifts made nec- 
essary by competition do not threaten this network nor access to it. 
Attempts to overturn what has been carefully designed to accom- 
modate the transition to full competition will surely damage the 
universal network and will suffer the worst of all worlds, neither 
the benefits of a regulated monopoly nor the advantages of truly 
competitive environments. 

Rate increase requests need to be kept in perspective, and an im- 
portant factor which is frequently ignored is that there will be rate 
decreases which will occur along with them. It is really a custom- 
er's total bill with which we should all be concerned. We do not 
applaud all parts of the FCC access order. The latest version in- 
creases the penalty carried by AT&T. But the order has been care- 
fully worked out by the FCC over a period of years €uid squarely 
faces the problem. The order now provides for a waiver of the resi- 
dent customer access charge where it is desired to target a subsidy 
toward needy people. Lifeline services can assume the effect of life 
in most States. 

I feel that at last we are progressing towards solutions to matters 
which have plagued this industry for decades. We will be glad to 
work with the Congress and the regulators to see that the effects 
are carefully monitored and do not damage universal service or the 
universal network that has made the telephone system in this 
country the world leader. 

Thank you. 

Chairman Dingell. Thank you. 

[The statement follows:] 

Statement of Charles L. Brown, on Behalf of American Telephone and 

Telegraph Co. 

My name is Charles L. Brown. I am Chairman of the Board of the American Tele- 
phone and Telegraph Company. I am appearing today, at your invitation, to state 
our views on the many bills pending before your Committees. However, the rapid 
pace of recent events has precluded detailed analysis of these bills. Quite apart from 
the fact that a number were not introduced until late last week, the FCC announced 
only two days ago revisions in its access charge decision of last December. We are 
studying these bills in the light of the FCC's revised decision, and will be pleased to 
provide both the House and Senate Committees with our views in detail as soon as 
feasible. 

My testimony this morning addresses the broad public policy issue raised by these 
bills: how best to preserve universal telephone service in the highly competitive and 
rapidly evolving telecommunications market. Although my testimony focuses on the 
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universal service concepts which underlie all of the bills, many of these pending 
bills deal with other subjects, such as procurement quotas, patent licensing, depreci- 
ation issues, prohibitions against deaveraging long distance rates, provision of termi- 
nal equipment by the BOCs, and other issues. Many of these other provisions are 
highly objectionable, some downright anti-competitive. I would like the opportunity 
to file written comments on these points when our analysis of them has been com- 
pleted. 

Preservation of universal service is a matter of grave concern to AT&T. The his- 
toric mission of the Bell System has been to promote universal service. And it is in 
the future business interests of both AT&T and the Bell System operating compa- 
nies to preserve universal service. After all, without an access line, the customer 
has no use for the services and equipment we are selling. But AT&T is equally con- 
cerned that efforts to preserve universal service do not jeopardize the financial 
health of its to-be-divested Bell Operating Companies ("BOCs"), threaten the univer- 
sfid national long distance telephone network, or stifle innovation in this vital na- 
tional industry. 

The FCC access charge decision of last December appropriately balanced these 
considerations. State regulatory commissions continue to have ample authority to 
assure that the explosive competition that now exists in the telecommunications in- 
dustry does not jeopardize universal service. 

UNIVERSAL SERVICE 

Although the concept of "universal telephone service" is a familiar one, it is im- 
portant to reiterate what the concept does and does not embrace. Universal service 
me£uis broad public access to the telephone network. The goal of maintaining uni- 
versal service depends on keeping access affordable for those who would otherwise 
leave the network. In contrast, universal service does not require that subsidized 
basic telephone service be provided to those who can afford to pay its cost. Nor does 
it require unlimited calling at flat monthly charges within any specified geographic 



Rates for access to the telephone network are now at levels substantially below 
cost. The lines and facilities that connect subscribers to telephone switches in order 
to provide this access represent enormous investments and are the major costs of 
transmission facilities in the network. For example, today, on the average, the facili- 
ties that connect subscribers to the network cost local telephone companies about 
$26 per customer line per month. These costs are fixed and are incurred by the tele- 
phone company even if no calls are placed or received over that line. There is con- 
cern that some present subscribers would not be able to afibrd telephone service 
unless their rates are set well below the average $26 per month cost. 

It should be equally clear that, to the extent that any customer's residential rates 
are maintained below, the $26 per month cost of the line to the local company, other 
services must produce revenues that are well in excess of their costs in order to 
make up this shortfall from residential rates. Failures to do so would have acute 
significance for the divested BOCs. Over $60 billion, more than half of their assets, 
consist of the "non-traffic sensitive plant" that provides access to the network. 

AT&T AND UNIVERSAL SERVICE 

AT&T and the Bell System have devoted our entire history to achieving universal 
service. Because the anordability and universality of basic telephone service are 
critical to the health and growth of both the long distance business that AT&T will 
continue and the local exchange business that our stockholders will continue to own 
after divestiture, the impending structural reoganization of the Bell S3rstem neces- 
sarilv strengthens its commitment to universal service. 

When telephone service was provided as a regulated monopoly during the first 
seventy years of this century, there was no impediment to setting telephone rates to 
advance universal service goals. Rates were deliberately and openly designed to 
achieve this goal. All residential rates were kept very low, under close supervision 
by state and federal regulatonr agencies. These local rates were subsidize by set- 
ting the usage-based charges for long distance service and other services at artifi- 
cially high levels and through a complex system of internal subsidies. For example, 
nearly 40 cents out of every $1.00 collected for interstate long distance service is 
used to recover the cost of local access facilities. Under this system, those subscrib- 
ers who make no or few long distance calls pay much less than the $26 per month 
average cost of access. In contrast, subscribers who make many long distance calls, 
in many cases, pay their individual costs of access many times over, thereby paying 
the access costs of other subscribers as well. 
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This system of internal subsidies and the Bell System's a^d the industry's re- 
markable history of innovation produced the greatest telephone system in the 
world. It achieved universal service, under any realistic meaning of that concept. In 
1940, only 37% of households had telephones, even though it required six hours of 
work by the average person each month to pay monthly service. By 1980, it took less 
than one and-half hours of work each month to pay for the same service, and 93% 
of all households had telephones. If often became cheaper, as well as faster, to use 
the telephone than to mail a letter. 

THE INTRODUCTION OF COMPETITION 

Although the regulated telephone monopoly was then viewed with admiration and 
envy by other countries, the FCC, in the late 1960s, sought to change it. It proposed 
the introduction of competition into m^or aspects of the telecommunications indus- 
try, including long distance service. AT&T opposed these changes. We argued that 
thev would make it more difficult to preserve universal service because curtificially 
high above-cost long distance rates and cross-subsidies of local service simply could 
not be maintained in a competitive environment. Proponents of competition aimied, 
on the other hand, that competition would promote economic efficiency precise^ be- 
cause it would drive prices toward costs. 

After long debates in the regulatory bodies, in the Antitrust Division of the De- 
partment of Justice, in federal courts, and in the halls of Congress, we got the mes- 
sage: the regulated monopoly and the traditional principles on which the Bell 
S3rstem was built and universal service achieved were no longer desired. We a\ao 
recognized that other technological changes, especially advances that blurred the 
line between telecommunications services and data processing, required changes in 
public policy. Indeed, the telecommunications industry is now characterized by such 
explosive competition and rapid innovation that no one can confidently preoict its 
future development. Accordingly, we long ago stopped arguing for continuation of 
the regulated telephone monopoly. That ship has sailed. We adjusted to the new 
competitive era bv agreeing to a massive structural reorganization. It is now pro- 
ceeding under tight deadlines under the close supervision of Judge Greene and in 
accordance with applicable state and federal regulatory requirements. 

Competitive conditions have forced telephone carriers to undertake the repricing 
of services that had been predicted in the 1970s. The system of requiring heavy 
users to pay "access charges" (through usage-based rates) that are many times the 
fixed $26 per month cost of their access lines unavoidably leaves the exchange carri- 
ers vulnerable to uneconomic b3rpass of the network through the burgeoning tech- 
nologies that are developing. Uneconomic b3rpa8s means a customer's use of alterna- 
tive services solely because of higher rates which are not justified by the economic 
costs of providing service. When large users leave the network, they make no contri- 
butions to the cost of maintcdning the more than $60 billion investment in non-traf- 
fic sensitive plant. This cost must then be paid by fewer customers, thereby increas- 
ing the average cost per subscriber. The net effect of such b3rpass is thus to increase 
locied rates and imperil universal service. By the same token, requirements that the 
AT&T intercity network charge artificially inflated rates leave it vulnerable to se- 
lective competition from private systems as well as those other common carriers 
who are required to make far lesser contributions to local service. When that occurs, 
those residential customers and small businesses that do not have the volume of 
usage to use bypass alternatives will pay higher rates for use of the common carrier 
network. Thus, the very customers who are the subject of the intended benefits will 
end up paying more for both local and long distance services. 

The FCC's Access Charge decision adopts a moderate program that will gradually 
phase out most usage-based charges to recover the fixed access costs allocated to in- 
terstate telephone service and it phases in a system of fixed charges on the custom- 
er who causes them. The FCC Order provides for a flat monthly access charge of $2 
for residential customers in 1984. To temper any potential effects on univer^ serv- 
ice, the FCC's order provides for a waiver process of the flat monthly charges for 
lifeline service, and adopts a mechanism to support local rates in high cost areas. 

There is one essential point that has not been clearly understood. I want to em- 
phasize that the FCC's decision does not mean that the total revenues currently re- 
ceived by communications companies, including the Bell System, will change. This 
is not a rate increase. It is a shifting of costs. Total carrier revenues may change for 
a variety of other reasons, such as changes in costs of doing business or changes to 
achieve a fair rate of return, but they will not change because of the FCCs decision 
on end user access charges. Under that decision, more money will be paid directly to 
the BOCs but less money will be paid to AT&T. The total bills of customers who 
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make many long distance calls will go down. The bills for other customers will 
either stay the same or go up (but subject to the exceptions as needed to preserve 
universal service, discussed below). Most critically, the decision reduces uneconomic 
bypass and makes it far more likely that the BOC's or AT&T's services will be used 
iw'hen they are most efficient. 

There has been considerable confusion about this decision. It is easy to find these 
issues confusing. But it is essential that all of us start off in this discussion from the 
same place with the same understanding of the facts. The facts are that total carri- 
er revenues will not go up because of end user access charges; economic efficiency 
i^dll be advanced, and universal service need not be impaired. 

THE FCC DECISION DOES NOT IMPAIR UNIVERSAL SERVICE 

Against this background, we believe the FCC's access charge decision of last De- 
cember is moderate and balanced. 

Obviously, a decision to have the end user pay the access line costs could have no 
adverse enect on the affordability of service for those customers whose total bills 
would go down or remain the same. By the same token, it would not drive from 
access to the network those customers whose bills would go up, but who can afford 
to make the payments. Nor would the decision unfairly affect any affluent custom- 
ers who do not use the long distance network (if there are any), because those cus- 
tomers still impose a $26 cost to the network each month and are the most appro- 
priate parties to bear these costs (remembering that if they don't pay their full cost, 
some other customer will ultimately bear that cost). 

Concern about universal service should, therefore, be directed to those low-income 
customers who cannot afford to pay the costs of basic telephone service. The need of 
low income people for telephone service, like the other necessities of life — clothing, 
food, electricity, and shelter — can be met by public assistance payments from tax 
funds. But Government subsidies are not necessary for telephone service because of 
the availability of lifeline rates which permit the receipt of unlimited calls and a 
very limited number of outgoing calls for rates currently up to $6 per month. Life- 
line rates are already on file with some 30 state commissions in tariffs developed 
with the Bell System's assistance. Because the intraexchange service that accounts 
for over 90 percent of all calls retains substantial natural monopoly characteristics, 
the States are free to make up the shortfall by imposing modest surcharges on other 
intraexchange services. By targeting these lifeline rat^ to members of low income 
groups who would otherwise leave the network, state commissions can minimize the 
economic burden on other intraexchange ratepayers — all without creating serious 
uneconomic incentives. The state commissions have the authority to create a variety 
of targeted intraexchange service options and packages that can protect universal 
service without additional legislation. 

THE PROPOSED ALTERNATIVES WOULD BE COUNTERPRODUCTIVE, HARMFUL, AND 

INEFFECTIVE 

The alternative to the FCC's access charge decision that has been proposed is to 
retain the existing S3rstem of usage-based charges to cover fixed costs, but to guard 
against bypass by attempting to charge for b3rpass, or even to prohibit bypass alto- 
gether. Although these propos£ds have theoretical appeal, we strongly doubt that 
they could be effectively administered or enforced. Moreover, they threaten a vital 
national resource: the only universal network that exists. 

Critics of the FCC's decision recognize the reality that the existing S3rstem for re- 
covery of fixed access line costs leaves the BOCs vulnerable to bypass. 'Thus, they 
are searching for an alternative mechanism that would prevent bypass, either alto- 
gether or at least when it is economically inefficient. 

One proposal is to require b3rpassers to contribute to local telephone service as if 
they hcul iwed exchange access services. This is essentially a tax on b3rpass. We ques- 
tion how this could be administered because there is no formula or method of which 
we are aware that could be used to develop "equivalent charges." For example, how 
are charges to be measured when a commercisJ printer or newspaper transmits the 
text of a book by satellite from a rooftop in Chicago to one in ^few York? Are voice 
equi^ent charges to be used? Are special data charges to be developed? More fun- 
damentally, how can the charges be developed for the hybrid new technologies? It is 
no answer to hand off the problem to the FCC in the absence of standards that can 
be rationally administered. 

We also question whether making bypass a crime is likely to be effective. Bypass 
18 not only very difficult to detect, but with the development of hybrid new technol- 
ogies, l^ypass could occur even where the bypassers genuinely intended to conform 
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to the law. In sum, we do not think these proposals could effectively protect the 
BOCb and their ratepayers. 

These bills would create very large subsidy reouirements which would in the end 
be passed on to every long distance customer, whether collected by AT&T or some 
other carrier. Before creating a system of subsidies which has these adverse effects, 
it is important to ask who will pav, who will receive, how much in total will be 
needed and what the real cost will be in terms of economic efficiency. And it is im- 
portant to distinguish a. limited subsidy, such as the high-cost area fund adopted by 
the FOC and as to which broadening the base of contributors is desirable, from the 
very different proposal in pending bills that would abolish the FCC-prescribed end 
user charges and attempt to recover that amount from interexchange carriers and 
private systems. 

EFFECT OF THE UNIVERSAL NATIONAL NETWORK 

Some of the proposals would imperil the interexchange network which can pro- 
vide service to every point in the United States. Because the network is vital to the 
national economy and to the national defense, the efforts to protect the intraex- 
change user and network will be misguided in the extreme if their effect is to de- 
stroy our only national network. 

Some of the pending bills would prevent interexchange carriers from reducing 
rates to cost and thus preventing them from effectively competing with private sys- 
tems — even when they are the low cost provider of service. Both the national inter- 
est in preserving the universal network and basic equity require that such artificial 
constraints on AT&T be eliminated. 

In sum, it would be unwise to attempt to continue the system of recovering fixed 
customer access line costs through usage sensitive charges. In a S3rstem of competi- 
tive long distance telecommunications services, long distance rates can no longer 
subsidize local rates in this fashion. Lifeline rates administered bv the States are 
the answer to the concerns about preservation of universal service that we all share. 

We recognize that the Communications Act of 1934 is in need of modernization, 
and the Committees' interest in this matter is reflected in various provisions of the 
bills that have been introduced. The respective statutory jurisdictions of the federal 
and state agencies warrants particular study to accommodate the 1934 Act to cur- 
rent conditions. And, with the increasing intensity of competition, especially in the 
intercity communications and equipment markets, the 1934 Act needs revision to 
reduce regulation where it is no longer necessarv or appropriate, and to do so in a 
way that provides for full and fair competition by all participants on equal terms. 

We look forward to working with the Committees and their staffs in studying 
needed amendments to the 1934 Act. 

I thank the Committees for inviting me. I will be pleased to answer any questions 
you may have. 

Chairman Dingell. Our next panel member is Mr. Brophy. 
Thank you for being with us. 

Mr. Brophy. Mr. Chairman and Senator Packwood, I appreciate 
the opportunity to appear before this joint hearing. We at GTE 
share common objectives with the Congress: One to make available 
to all the people of the United States efficient telecommunications 
service at reasonable rates; two, to promote competition and to 
reduce regulation in the provision of interexchange teleconmiunica- 
tion service, and three, to assure the continued economic health of 
local exchange carriers which serve our critical public and national 
defense needs. 

As you have recognized, our industry is undergoing sweeping 
changes. If not made with care, these changes could undermine the 
common objectives we all seek. The present concerns stem in large 
part from the fact that interexchange revenues have been increas- 
ingly used to subsidize local telephone service. With the breakup of 
the Bell System on January 1, 1984, the current process through 
which $10.7 billion of subsidy flows from interexchange service to 
local service will effectively terminate. Anticipating the problem, 
the FCC has been seeking possible solutions for 5 years. It issued a 
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modified order dealing with the problem only 2 days ago. We gen- 
erally support the order. While it is not a perfect solution, there 
may not be one. 

Clearly your two expressed concerns must be satisfied by any so- 
lution. Universal service must not be put at risk by an unmanagea- 
ble increase in local rates, and a burden must not be imposed on 
interstate service in a manner which will cause large users to 
bypass the network with the resultant escalation of cost of local 
service. 

As to your first concern, a high-cost fund appears to address the 
needs of the rural subscribers. The States can effectively address 
the needs of the impoverished consumer through a combination of 
a means-tested direct subsidy and the provision of lifeline service. 
The FCC's order appears to recognize this. A very large nonmeans- 
tested entitlement program subsidizing everyone is not necessary 
to sustain the goal of universal service. 

In our search for alternative ways to achieve our common objec- 
tives, we have concluded that any replacement of the current set- 
tlement process must meet the following criteria: 

One. Implementation of the new system must allow a reasonable 
time for telephone companies to make the administrative changes 
necessary to accommodate it. 

Two. If not implemented on January 1, 1984, there must be an 
interim arrangement to replace the revenues that would be lost to 
the telephone companies before the implementation of the new 
system. 

Three. A new system must be certain and unambiguous. The 
telephone industry cannot survive a system that is subjected to pro- 
tracted litigation and challenge. 

Four. A new system should not create an economic incentive for 
large customers to b3rpass the local network. 

A word about bypass. I have only been able to conceive of three 
possible approaches to the b3rpass problem. 

The first would prohibit the interstate transfer of information 
from terminating within an exchange boundary except through the 
local exchange carrier. I have rejected that as being politically, 
technologically, and economically unsound. 

The second would relate to the price charged for interexchange 
service and the opportunity to assess interexchange service with 
the costs directly related to those services. Competition and 
market-pricing mechanisms would then determine whether the 
large user elected to either use b3rpass or use the local network. 
This is in essence the approach the FCC has been following and the 
one we generally favor. 

The third would impose a tax or surcharge on those communica- 
tions facilities that are not connected with the local network and 
utilize such revenues to subsidize local service. We have tried very 
hard to draft legislative language to implement this third ap- 
proach, but to date we have experienced many difficulties. There 
are problems of equity related to those who already own facilities 
or where one circuit is, say, less than a mile long and another 
thousands of miles long or a circuit may be active or may be a 
standby spare; 
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There are problems that result from imposing a tax on a system 
owned by a local or State government; and there are problems of 
new technology which might fall outside any legislatively estab- 
lished definition. There are other definitional problems we ran 
into. If a definition is too narrow some transfers of information 
would escape the charge or tax, whereas if it is too broad we raise 
the specter of imposing a charge on computer technology. There 
may even be problems of unconstitutional delegation of tax power. 
There are many problems of uncertainty as to what the amount of 
revenue would be. 

One thing seems clear, there is no easy solution to this complex 
problem. We look forward to working with the Congress to under- 
stand the issues, to identify the problems, and to find the solutions. 
We request an opportunity to file a supplemental comment related 
to the FCC's order of Wednesday. 

Chairman Dingell. That is entirely appropriate, and the Chair 
will receive such additional comments as each of you gentlemen 
and our other witnesses desire to present to the committee. Those 
comments will be inserted in the record at the appropriate place. 

[The statement follows:] 

Statement of Theodore F. Brophy, Chairman and Chief Executive Officer, GTE 

Corp. 

Mr. Chairman and members of the committees, I am Theodore F. Brophy, Chair- 
man and Chief Executive Officer of GTE Corporation. GTE, through its subsidiaries, 
is the largest independent (non-Bell) provider of local exchange telephone service in 
the United States. Its domestic telephone subsidiaries serve approximately 9.3 mil- 
lion customers and operate in thirty-one states. GTE's Telenet subsidiary operates a 
nationwide public data communications network as a competitive "enhanced serv- 
ices" vendor. GTE Satellite Corporation is building an advanced satellite system 
which will be operational in 1984. GTE recently acquired GTE Sprint, the second 
largest non-Bell interexchange carrier and GTE Spacenet, a domestic satellite carri- 
er. GTE also is a major manufacturer of telecommunications systems and equip- 
ment, lighting products, and precision materials. 

Many of the aspects of the following statement are related to the concepts and 
mechanisms of the FCC Access Charge Order in Docket 78-72 adopted on December 
22, 1982. I would like an opportunity to update my statement in light of the FCC's 
final order, adopted two da3rs ago, in response to various petitions for clarification 
and reconsideration. 

As a result of the development of competition in and deregulation of the telecom- 
munications industry, there has been a need to re-examine now costs are allocated 
among the users of telecommunications services. We applaud Congress for focusing 
on this vital issue. We, as well as the FCC, have been struggling with this issue for 
the past five years. The FCC in its Access Charge Order took into account ail of the 
various interests and came up with an answer which, although not perfect, is in our 
opinion both equitable and workable. You have shown concern about some aspects 
of this Access Charge Order and have oroposed legislation to address those concerns. 
You have further recognized the need to discourage b3rpass by levying a fee on all 
bypassers. GTE recognizes that legislation which prevents costs from being shifted 
to local end users and at the same time requires a fee from all bypassers is another 
way to allocate costs among telecommunications users. The problems, as I will out- 
line later, is that a fee on bypassers to subsidize the local exchange network may 
not be a practicable or sustainable solution. Nevertheless, I would like the opportu- 
nity to continue to work with you to determine reasonable alternatives which are 
workable. 

I. current environment 

During the past two decades a dramatically altered environment has been evolv- 
ing in the U.S. telecommunications industry. Indeed, even the boundaries of tele- 
communications and other sectors of the economy are being blurred through inter- 
actions of the marketplace and technology. For six to seven years, GTE and others 
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in the industry have been working with Congress in an effort to develop a revised 
communications policy which is appropriate for our future environment. 

In this telecommunications policy review, one of our fundamental objectives is to 
preserve the universal availability of reasonably priced, quality service. That often- 
expressed goal of having universal availability of basic telephone service is a 
common objective of the public, the Congress, and the telephone companies.^ In the 
last decade other expressed objectives have evolved— competition and deregulation— 
so that market factors can work to give the benefits of new technology to the public 
at lower prices. 

II. HISTORICAL BACKGROUND FOR ACCESS CHARGES 

We all recognize that local telephone rates during the last several decades have 
not reflected the actual cost of providing the service. ^ With the concurrence of state 
and Federal regulators, long-distance rates generally have been set by AT&T Long 
Unes at much higher levels than the actual costs of providing long-distance service. 
On the other hand, local telephone companies have been able to sustain local ex- 
change rates well below cost because they received subsidies from longndistance call- 
ing. Such subsidies to local telephone companies represent a substantial portion of 
the revenue requirement for long-distance service. This arrangement, carried out 
with the full understanding and support of regulators, Congress and the courts, 
helped to serve the important social goal of making available basic telephone serv- 
ice at reasonable charges to over 90 percent of all U.S. households. That goal has 
been essentially achieved.^ 

For a number of years, the local telephone companies and AT&T Long Lines 
joined to provide end-to-end service throughout the nation on a "partnership" shar- 
ing-of-the-risks basis. Through the settlements and division of revenue process, the 
partnership was able to subsidize the local telephone companies, both Bell and Inde- 
pendent. Now this partnership between the local telephone comapanies and AT&T 
Long Lines is being dramatically altered. The Modified Final Judgment (MFJ) be- 
tween the Justice Department and AT&T mandated a breakup of AT&T and an end 
to the settlements and division of revenue process. The advent of competition from 
companies such as GTE Sprint and MCI, and regulatory actions of the FCC and the 
State commissions have irreversibly changed the evironment which existed in the 
past and make it more difficult, if not impossible, to continue the partnership. As a 
result, all local exchange carriers— both Bell and Independent— must find new 
means of collecting the revenues currently received through the settlements process. 

III. FCC'S ACCESS CHARGE ORDER 

The FCC's access charge proceeding. Docket 78-72, was intended to provide a new 
means for collecting these revenues, which would be equitable and viable in the 
evolving competitive environment. We believe that the Commission's December 22 
Order is equitable and, just as important, workable. 

The FCC has spent several years examining various methods of pricing and col- 
lecting revenues to compensate exchange carriers for the costs incurred in originat- 
ing and terminating interexchange services. In particular, the FCC has been con- 
cerned about the proper method of recovering exchange carrier costs which do not 
vary with the amount of usage — the nontraffic-sensitive (NTS) costs allocated to in- 
terstate services. It is important to emphasize that these NTS costs are costs that 
would be incurred even if there were no connection to an interexchange carrier net- 
work. 

In general there are two potential sources of revenue to repay NTS costs. The 
first are the long-distance carriers who use their local exchange connections to ter- 



* Universal Service was mandated by Section 1 of the Communications Act of 1934, which 
states as a fundamental goal of FCC regulation "to make available, so far as possible, to all the 
people of the United States a rapid, efficient. Nation-wide . . . wire . . . communication service 
. . . with adequate facilities at reasonable charges." This goal has been substantially achieved, 
with more than 90 percent of all U.S. households receiving telephone service today, at rates 
which are quite affoniable. 

* Long-distance service have not always contributed to covering exchange carrier nontraffic- 
sensitive costs. Up until 1947 all local OTS costs were paid directly by customers in local rates. 
Since 1947 ever greater proportions of NTS costs have been allocated to the interstate jurisdic- 
tion. The underlying basis for this trend since 1947 is the decreasing costs of interexchange facil- 
ities and the increasing costs of exchange facilities. 

» Over 90 percent of the United States households equates to 77 telephones per 100 people in 
the United States. This compares to 40.3 per 100 for the Federal Republic of Germany, 45.8 per 
100 for Japan, 44.6 per 100 for the United Kingdom, and 7.9 per 100 for the Soviet Union. 
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minate their calls. The second are the end users of the local exchange oonnectioDS 
on whose behalf the investment has been made. 

The FCC in its Access Charge Order reauired that the part of the NTS costs of a 
customer's network connection which is allocated to interstate jurisdiction be reoofv- 
ered through two tvpes of payments called "access charges'': flat rate chaijzes to the 
end user for each local exchange access line,^ and usage-based charges afl interex- 
change carriers for their trafflc originated and terminated through the exchs^ 
network. 

In addition, the Access Charge Order would impose on AT&T a so-called '*premi- 
um access" charge to reflect the fact that its access to the local exchange netwoii is 
technically superior to that currently afforded the other interexchange carriers such 
as GTE Sprint. 

It is GTE's position that the Commission's Access Charge Order is sound in princi- 
ple. GTE has, however, pointed out to the Commission the inade(}uacy of the "pre- 
mium access" charge, and has challenged the Commission's extension of carrier-type 
access charges to a single class of noncarriers— the enhanced service providers. On 
the other hand, GTE agrees with the Commission that it is appropriate to impose a 
modest fixed monthlv charge upon every telephone subscriber, to reflect the value 
of the subscriber of the capability to access, and to be accessed by, all interexchange 
carriers. It should be noted that the NTS investment for a subscriber who elects to 
make no interstate calls is no less than for a subscriber who makes many such calls. 

V. PRESENT CONGRESSIONAL CONCERNS 

All of the many telecommunications bills introduced recently in the Senate and 
House have addressed the FCC Access Charge Order as well as certcdn other areas 
with which we have some concern. 

(1) Elimination of end user charges. — The first of our concerns would be any elimi- 
nation of the direct "end user" charge provided for in the FCC's Access Charge 
Order. ^ The bills, I believe, recognize that to eliminate end user NTS charges and to 
place the entire NTS cost recovery burden upon users of interexchange services and 
private interexchange systems represents a subsidy of local telephone service, at the 
expense of the long-distance user. A general subsidy of all local exchange service- 
through removal of any "end user" NTS charges — would provide a subsidv where no 
need has been demonstrated. In effect, such a subsidy is equivalent to a non-means 
tested" entitlement program. Further, continued reliance on interexchange user 
charges to recover NTS costs represents a real threat to exchange carriers, throu^ 
bvpass of their facilities by major communications users to avoid paying the interex- 
cnange user charges. 

Local exchange service at current prices is one of the American consumer's great 
bargains. The average monthly charge for basic local service nationwide is on the 
order of $10-$11, and has increased only 77 percent over the last decade, a period 
during which the Consumer Price Index has increased by 131 percent and the aver- 
age household income has increased by 111 percent. Even with end user acoesB 
charges provided for in the FCC Order, the average telephone bill will still remain a 
good buy. 

The opponents of end user access charges claim that, even at the modest leveh9 
established by the Commission, a number of local telephone subscribers will discon- 
tinue their service, and that the principle of "universal service" will therebv be de- 
stroyed. We cannot agree that these charges would have such an effect. However, 
for those few customers who could possibly be affected by an end user char^, a 
direct governmental subsidy to provide a lifeline service to low-income subscnbers 
would oe preferable rather than a subsidy to all end users on a non-means tested 
basis. Individual states have the capability to direct the offering of a means-tested 
lifeline service. In fact, the FCC Access Charge Order has waiver provisions which 
would allow lifeline services to escape pa3mient of flat-rate end user charges.^ 

It is important to realize that access charges themselves are not rate increases; 
they are merely a restructuring of the method of collecting the same amount of 
money currently collected. Instead of collecting this money only from interstate 
longHdistance users, the FCC order provides that the same aggregate revenues will 
gradually be collected from all subscribers of the local network. Similar intrastate 



* The FCC also gave the exchange carriers the option of substituting for a portion of these 
falt-rate charges a usage-based charge related to the subscriber's volume of interexchange call- 
ing. 

^ The Order mandated a minimum charge of $2 per residence line per month and a business 
charge of $4 per line per month. 

« See FCC Third Report and Order, CC Docket No. 78-72, Hlj 136 and 137. 
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proposals are pending before State commissions. Thus, to the extent access charges 
are applied, those users who make few long-distance calls will see an increase in 
their bills— while others who make many long-distance calls will see their total bills 
decrease. In other words, the total pool of local and long-distance revenues remains 
the same. 

Much of the recent concern with universal service has stemmed from the unprece- 
dentedlv high rate increase applications currentlv pending before the State commis- 
sions. Contrarv to several articles in the press, these state rate applications are not 
the result of the FCC's Access Charge Order.'' 

(2) Bypass. — B3rpass of local telephone facilities by interexchange carriers and pri- 
vate telecommunications users is a current and growing reality. A vast array of 
technological alternatives is available today, and those altematives are growing in 
variety and reducing in cost. 

The bills now before the Senate and the House recognize that the continued re- 
covery of NTS costs through interexchange user fees will dramatically increase eco- 
nomic incentives to bypass the local exchange network. When bypass occurs on a 
large scale by the handful of users who make the msgority of business interex- 
change calls,^ then it would leave the local exchange carriers with all of the NTS 
costs to be covered by the remaining low-volume, high-cost users. This situation will 
inevitably lead to continually higher local end user rates with only the most mar- 
ginal users remaining. 

Therefore, the bills prescribe various mechanisms directed at barring or reducing 
byrass. 

There are three basic wa3rs of addressing this b3rpass issue: preclusion of all 
bypass; assessment of charges on bypassers whether or not they use the public net- 
work; and shifting of NTS costs to the end user. 

If bypass could he prohibited, which we doubt is possible, it would discourage tech- 
nological innovations by long-distance carriers and would eliminate the incentive 
for technological innovations by exchange carriers — the combination of which would 
inevitably lead to a decline in the U.S. telecommunications capability. In addition, 
any bypass prohibition would probably not be politically acceptable if applied to cer- 
tain end users such as federal, state and loced governments. If Congress were to 
grant exceptions, it would inevitably have to come to grips with the difiRcult ques- 
tion of where to draw the line. 

The second alternative is to assess a charge or fee on bypass facilities whether or 
not there is connection, directly or indirectly, to the public network. Since the 
charge, to be sustainable, must be assessed on users as well as nonusers, it is doubt- 
ful that a "user fee", rather than a tax, could be employed. Therefore, Congress 
would have to levy a braodly based tax on all interstate information transfers and 
to use this source of revenue to keep exchange rates lower. 

There are several critical questions that need to be answered before such legisla- 
tion is enacted. They are: 

A. Which type of entities are taxes? These would need to include municipal, state 
and federal government systems; all telecommunications and nontelecommunica- 
tions public utilities, except exchange common carriers; all domestic and interna- 
tional record carriers; all CATV companies; radio common carriers; and satellite 
carriers, to name but a few. It is sound from a social veiwpoint to assess such a tax 
on all such entities? Which one should be excluded? Should some entities who al- 
readv have their own private telecommunications network facilities be grandfath- 
ered? If so, does that create an inequity in the tax? Let me give you a specific exam- 
ple. Railroads and pipelines have their own internal private communications net- 
work using their own rights of way. Should such entities, if they elect not to inter- 
connect with the local exchange network, be subject to such a tax, or should they be 
grandfathered? 

B. What is the assessment basis for such a tax? There are a multitude of possible 
bases on which to assess such a tax: capacity; investment; usage; value of informa- 
tion traversing the medium; spectrum used; revenues generated; costs incurred, etc. 



^ The $1.7 billion increase recently filed by Southwestern Bell with the Texas Public Utility 
Commission is a good example. As a result of divestiture, the company expects to lose 77 per- 
cent, or $830 million, of its intrastate toll revenue. Total intrastate revenues are expected to 
decline 44 percent as a result of divestiture and intrastate investment and expenses are expect- 
ed to decline 11 percent and 17 percent, respectively. This disproportionate impact between rev- 
enues, investment and expenses resulting from divestiture is clearly a large cause of the rate 
increase proposed to be recovered from local customers. None of the $1.7 billion requested in- 
crease can be directly attributed to the FCC's Access Charge Order. 

" Seven percent of businesses generate approximately 59 percent of GTE telephone companies' 
total business revenue. 
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Each has its own value and shortcomings as a basis for assessing taxes. Whichever 
basis is chosen, however, will cause technological adaptions to take place, as affected 
entities seek to avoid all or part of such tax. 

C. Who is the taxing entity? Today, telephone companies directly charge users for 
usage of their network. An assessment of charges for nonusage brings new adminis- 
trative problems. Under the FCC Access Charge Order, an Exchange Carrier Associ- 
ation (ECA) will be formed to handle premium payments from AT&T, mandatory 
tariff pooling payments from interexchange carriers, and payments for the Univer- 
sal Service Fund. The ECA Board of Directors will be named by the exchange carri- 
ers and exchange carrier personnel, on temporary assignments of two to three 
years, will perform ECA administrative duties. From the perpective of the telephone 
companies, we want to handle the charging and disbursement of funds within the 
industry in an ECA-type organization. However, in order to assess charges on non- 
users, an excise tax rather than a fee would have to be employed. Therefore, an 
ECA-type private organization could not be used. The Government would be re- 
quired to collect and distribute this tax, which would put the Government in the 
middle of the telecommunications industry. Is this a sound approach? Will it lead to 
greatly expanded regulation? 

D. Who is taxed? Any charge must be applied to all bypass facilities used for in- 
terexchange telecommunications. Telecommunications is a term which is not easily 
defined, as the FCC discovered in attempting to implement its Computer I decision. 
A narrow definition of "telecommunications" would allow other forms of informa- 
tion transfer to escape any payments, thereby stimulating further technological ad- 
aptations to escape the taxable definition. Under this scenario the impact of bypass 
would be felt by exchange carriers. 

The third alternative is the approach taken by the FCC in its Access Charge 
Order, that is, the eventual shifting of the NTS costs to the end user over a transi- 
tion period. This method does not guarantee that bypass will not occur, but it allows 
the local exchange carriers to offer their facilities to interexchange carriers on the 
same economic basis as other local facilities. 

In summary, imposing a bypass prohibition may, to begin with, not be feasible— 
but if it is, it would discourage technological innovations by both the interexchange 
and exchange carriers. Furthermore, it may not be politically desirable to impose 
such a prohibition on all users. If b3rpass is discouraged, rather than prohibited, by 
payment of a fee or tax, you have to deal with a new set of questions. From the 
foregoing discussion of the questions raised by imposing such a tax, you can readily 
see the complexity. With complexity comes uncertainty. When a capital-intensive 
business faces uncertainty, the capability to raise capital is hampered. If we have 
uncertainty for a long period of time, the continued difficulty in raising capital 
would lead to an adverse effect on the quality of service for all exchange customers. 
GTE will be investing $3 billion per year over the next five years in exchange facili- 
ties and equipment. To do that, we cannot have great uncertainty in our sources of 
revenues. 

If, on the other hand. Congress does not prohibit or economicallv discourage 
bypass through assessment of charges and at the same time provides that all inter- 
state NTS costs be picked up by the interexchange carriers, the exchange carriers 
will inevitably lose their major users and be forced to increase their local rates to 
the remaining customers. 

(3) Universal Service Fund. — The various bills would create a Universal Service 
Fimd for the purpose of subsidizing high-cost local exchange services, with charges 
to be levied upon both interexchange carriers and noncarrier entities connecting in- 
terexchange facilities or services directly or indirectly to the local exchange carrier. 
The particularized subsidy of the high-cost local exchanges is needed. The FCC has, 
in our view, already taken msgor steps to establish an appropriate Universal Service 
Fimd. A danger in the creation of a Universal Service Fund is to peg the threshold 
level so low that there is subsidy for even those customers who are just slightly 
above average costs. Inevitably, to have an average there must be those above as 
well as those below the average. Furthermore, low threshold levels and coverage of 
most or all costs above the threshold leads to encouragement of inefficient exchange 
carrier operations. 

(4) Capital recovery. — The legislative history of the Communication Act of 1934 
shows that Congress intended to preempt State commission jurisdiction over depre- 
ciation rates for carriers subject to FCC jurisdiction. Congress felt that the setting of 
depreciation rates by the FCC is essential because it has substantial effects on the 
interstate telephone network. 

Several of the bills recently introduced contain language which would, for the 
first time, transfer jurisdiction over depreciation rates for intrastate plant from the 
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FCC to the State Commissions. This would pose grave problems for the telephone 
industry^r its consumers, and for the nation as a whole. 

The FCC has, since 1980, taken several courageous steps to recognize that the tra- 
ditional regulatory practices as to depreciation and capital recovery, established in 
an era of little or no competition, are not appropriate for today's conditions of wide- 
spread competition and rapid technological obsolescence. The FCC, by its capital re- 
covery actions, has started the process whereby the financial viability of the tele- 
phone companies, in time, will be assured, enabling them to continue to provide ex- 
cellent service, and to use equipment which is technologically "state of the art." 

The FCC's capital recovery actions have not, unfortunately, been followed by cer- 
tain states. These states are in effect borrowing from the future, so that tomorrow's 
customers will pay for today's capital consumption. 

Borrowing ft'om the future may look good in the short run, but in the long run it 
is self-defeating. The higher costs to the ratepayer which follow from a higher rate 
base will overwhelm the initial benefits of lower depreciation expenses. Excessive 
dependence on high-cost external capital further drives up costs. Budget constraints 
caused by inadequate internal funds generation lead to deferred modernization, low 
productivity, and reduced service quality. 

Capital recovery is a long-term issue affecting the viability of the nation's tele- 
communications infrastructure. If the U.S. is to remain economically and techno- 
logically competitive in world markets, fundamental policies directly affecting the 
very fabric of this national infrastructure must be made on a national basis from a 
responsible, long-term perspective. The FCC has shown the vision and fortitude to 
do this. Unfortunately, some of the states have not. 

(5) CPE issues.— Several, but not all, of the bills address issues which are CPE re- 
lated: 

A. The exchange carriers would continue to be obligated to provide, on a regulat- 
ed basis, a single one-line telephone set and associated wiring. This proposal would 
be contrary to the AT&T Modified Final Judgment (FMJ) and the FCCs Computer 
Inquiry 11 and would cause considerable confusion among the exchange carriers who 
are currently implementing this court order and the FCC decision. Moreover, since 
CPE is available today at reasonable rates from many different suppliers, including 
mail-order houses, there does not seem to be a need to require the exchange carriers 
to provide such a service. 

B. Two bills require that an exchange carrier, through a separate subsidiary, may 
only offer new, deregulated terminal equipment to the public after January 1, 1984, 
if the equipment is manufactured by unaffiliated persons. This prohibition is not 
needed because: 

(i) Terms and conditions under which exchange carriers procure equipment from 
affiliated manufacturers are normally considered during state rate hearings, effec- 
tively precluding cross-subsidization. 

(ii) Existing antitrust laws also act as a deterrent against abuses of the type im- 
plied in the proposed legislation. 

(iii) Finally, there has not been a need demonstrated for this extraordinary provi- 
sion whereby Independent telephone companies providing new deregulated CPE in 
competition with the numerous other CPE suppliers would be restricted from ob- 
taining any of this new CPE from affiliated manufacturers. 

(6) Vacation of the FCC access charge order. — Finally, some of the bills would 
vacate the FCC's Access Charge Order. However, in my opinion simply overturning 
the Order does not offer a workable solution. 

The essence of the FCC Access Charge Order is to define access-related local dis- 
tribution costs and the method of recovering such costs in connection with the inter- 
exchange use of local distribution facilities. Further, the Access Charge Order de- 
fines the relationship between exchange carriers and interexchange carriers. 

If Congress were to pass a law which overturns the entire FCC Access Charge 
Order, the following problems would be created: 

A. There would be no common basis for defining the access costs of exchange car- 
riers; 

B. Without Part 69 of the FCC Rules, there would be no basis on which to define 
exchange and interexchange costs in a manner that coincides with the geographic 
demarcation of the LATAs and Associated Independent Territories; and 

C. Future business relationships between exchange and interexchange carriers in 
view of the MFJ and the GTE Consent Decree would be negotiated between the car- 
riers with no specific federal guidelines, which would mean that all interexchange 
carriers, including AT&T, would be free to negotiate with exchange carriers to 
obtain the best price. It is doubtful that existing access revenue flows could be main- 
tained by an exchange carrier in such an environment. 



Digitized by 



Google 



290 

A second implication is the encouragement of potential bypass installations in the 
near term. Since with a simple vacation of the Order, there would be no indication 
of future rules, conditions and rate levels for access charges, many entities would 

eroceed to construct bypass facilities in such a period of uncertainty. Once these 
ypass facilities were in place, they would continue to be used even after a new 
access charge structure was eventually implemented. 

In Summary, merely vacating the FCC s order would create a void, with an ex- 
change carrier's fixed costs made more vulnerable in the absence of rules, and en- 
courages the construction of uneconomic bypass facilities in the interim. 

v. MORATORIUM ON IMPLEMENTATION OF FCC ACCESS CHARGE ORDER 

Many in Congress are expressing concern about the implementation on January 
1, 1984 of the FCC's Access Charge Order, and suggest that an eighteen-month delay 
in the effective date of the FCC Order would allow Congress more time to reflect on 
these issues. 

Such a delay could be used to create an alternative NTS cost recovery mechanism 
which responds to the Congressional concerns without imposing unworkable condi- 
tions on the industry. Although I do not recommed this approach, I would like to 
share with you some of the principal provisions which must, in our opinion, be in- 
cluded in any legislative approach in order to implement such a postponement. 

1. The AT&T divestiture of the BOCs would take place as scheduled, on January 
1, 1984. 

2. The charges to AT&T, by the BOCs and other telephone companies, for ex- 
change access, would be based on a tariff or settlements process which would recov- 
er the dollar amounts resulting from the present separations methods. 

3. ENFIA rates would continue for the other common carriers. Resellers and 
other entities would compensate local exchange carriers for connections on the 
present basis. 

4. Exchange carrier revenue requirements for interexchange costs and exchcmge 
access costs would be equal to the return authorized in the Commission's 1981 Order 
In re AT&T, 86 F.C.C. 2d 221. 

5. Part 69 of the FCC Rules, established by the FCC's Access Charge Order, would 
remain in effect for purposes of identifying interexchange costs and exchange access 
costs for both interstate and intrastate traffic. 

6. The existing separations process, including frozen SPF, would have to continue 
at least for the postponement period. 

7. In spite of my previous comments relative to the inability and inadvisability of 
attempts to preclude bypass, some means must be found to at least discourage 
AT&T from bvpassing local exchange carriers during the moratorium period, to pre- 
vent irreversible harm. 

8. The provisions of the FCC's Joint Board Docket, 80-286, and Access Charge 
Docket, 78-72, on High Cost Factor and Universal Service Fund, would have to go 
into effect on July 1, 1985. 

9. The legislation would have to provide that the antitrust laws would not be vio- 
lated even though the settlement's procedure is permitted to continue. 

CONCLUSION 

I have outlined for you several concerns I have as to the many bills on telecom- 
munications now being considered by Congress. I am confident you will give these 
concerns adequate consideration. In our opinion the FCC's balanced solutions do not 
necessitate legislative action at this time. 

It is most unfortunate that the divestitue of the BOC's and the costs associated 
with it occur at the same time as the initial implementation of the FCC Access 
Charge Order. As I have pointed out, most of the recent BOC rate increase requests 
are directly attributable to the divestiture and to other factors such as changes in 
depreciation rates, not to the FCC Access Charge Order. 

Since Congress has indicated a strong interest in reviewing the implications of the 
curremt environment, as I mentioned earlier, we would like the opportunitv to con- 
tinue to work with you to determine reasonable alternatives which are workable. In 
addition, we would like an opportunity to return to Congress with recommendations 
after we have had an opportunity to study the FCC's recent actions with regard to 
this matter. 

Chairman Dingell. Our next witness is William G. McGowan. 
Mr. McGowAN. Thank you, Mr. Chairman. I want to say at the 
outset that MCI understands and shares the concerns about in- 
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creases in local rates. That does not mean, however, that we be- 
lieve that hasty congressional action is necessary. In fact, the legis- 
lation under consideration here today, S. 1660 and H.R. 3621, 
would do nothing about the majority of pending intrastate rate in- 
crease requests which now total an estimated $7.5 billion. Instead, 
these bills would raise total charges for all customers, adversely 
impact competition in both the long-distance and local distribution 
markets, impede the development of new technologies, and encour- 
age inefficiency on the part of local telephone companies. MCI be- 
lieves that if local rate increases threaten the widespread availabil- 
ity of residential telephone service — which is by no means cer- 
tain — then the solution should be a program that targets subsidies 
directly to those in need. 

Let us look at some facts. 

In State after State, local telephone companies are blaming com- 
petition and divestiture for local rate increases. This is a smoke- 
screen designed to obscure the fact that the bulk of the requested 
increases are for higher rates of return, faster depreciation, and — 
as you well know — a substantial amount that they put on top to 
compensate for what will be disallowed by the commission. Fur- 
thermore, these companies intend to load most of these revenue re- 
quirements on local telephone service. Some companies are actual- 
ly proposing to reduce intrastate long distance rates, despite the 
fact that they will be left with the highest-cost toll plant, putting a 
further burden on local rates. 

If higher profit margins and faster depreciation are justified at 
all, then certainly they affect a company's entire operations and 
should be allocated accordingly. In any case, these rate cases 
should not have been filed now. Instead, they should wait until 
after divestiture when the various commissions and the operating 
companies themselves have actual experience operating in the new 
environment. Nonetheless, telephone companies are using the un- 
certainty generated by the restructuring of the industry in an at- 
tempt to force monopoly ratepayers, local telephone users, into 
picking up an increased share of toted revenue requirements while 
positioning themselves for anticipated intrastate competition. 

In Texas, Southwestern Bell requested a $1.2 billion rate increase 
(exclusive of $500 million in carrier access charges) of which $910 
million is for increased earnings, costs, and capital recovery. Penn- 
sylvania Bell is asking for $315 million in local rate increases while 
seeking at the same time to reduce long distance by $56 million or 
almost 20 percent of what it proposes to increase local rates by. 
Ohio Bell proposes to reduce its long distance rates by 40 percent. 
Pacific Telephone proposes to reduce its long distance rates by $72 
million. Not coincidentally, competitive carriers either do provide 
or are seeking to provide intrastate services in each of these States. 

What we can see from these examples is that State commission- 
ers have ample authority to deny unjustified or anticompetitive 
changes, to redirect any revenue requirements that are justified, 
and thereby alleviate the impact on local ratepayers. Why assume 
now that State commissions will not exercise that authority? State 
commissions have historically granted only 25 to 40 percent of re- 
quested increases on average. 
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The C!ongress should not proceed now on the basis of fundamen- 
tally incorrect assumptions. There is no evidence that local tele- 
phone rates must increase dramatically. The telephone industry 
will be a $90 billion industry in 1984, and the FCC s access charge 
decision will affect approximately 4 percent of that in additional 
customer charges. There is therefore no need to impose a new 
system whereby local telephone companies are subsidized by the 
long distance calls that people make. We believe that this would be 
unsound public policy for several reasons. 

More than 55 percent of long distance calling is residential. It 
certainly is going to be unpopular to follow local rate increases 
with overcharges on long distance. 

People would be required to pay, regardless of ability, so as to 
subsidize others, regardless of need. 

Perverse incentives for greater inefficiency would be established. 

The most efficient part of the industry would be taxed to support 
the least efficient — denying consiuners the benefits of competition. 

Private systems and new local distribution services would effec- 
tively be discouraged, if not prohibited, stifling innovation and also 
putting a burden on taxpayers as Federal, State, and local govern- 
ments are major users of such systems. 

As a practical matter, information technology is at a point where 
you cannot differentiate between what is local and what is long dis- 
tance, making any distinction between the two meaningless. In ad- 
dition, digital transmission technology makes it impossible to know 
whether it is voice, data, or video that is being transmitted. 

America, which has demonstrated technological leadership in 
data processing, is about to do the same in telecommunications and 
information services. Do not let this Congress be the Congress that 
stopped America from asserting world leadership in these vital dis- 
ciplines. 

MCI believes that the Congress should wait until the AT&T di- 
vestiture is accomplished and the FCC's system of access charges is 
implemented to determine what — if any — support for local rates is 
necessary. 

If the Congress determines then that support is required, it 
should be targeted for those individuals truly in need. A system 
could be established, for instance, which would mandate l&eline 
rates for certain defined groups and paid for by a telephone compa- 
ny's other profitable services. H.R. 3647, introduced by Representa- 
tives Markey and Luken, is one good example of this targeted ap- 
proach which also addresses other critical issues such as FCC juris- 
diction over all interexchange services. S. 1667, introduced by Sena- 
tor Lautenberg, is another example of an approach that should be 
studied. 

In conclusion, MCI urges the Congress to carefully consider the 
necessitv for action now and the adverse impact that legislative 
proposals would have on competition and innovation in this indus- 
try. 

We are opposed to the legislation we are discussing today. If this 
bill had been passed 10 years ago, the United States would not 
have a domestic satellite industry, would not have value-added car- 
riers, would not have specialized carriers, would not have a compet- 
itive equipment industry, would not have the possibility of cellular 
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radio, digital pagers, the possibility of DTS, MDS, probably not 
have fiber optics, single sideband radio or digital radio, would not 
have subcarrier transmission, would not have a distributed data 
processing industry, or centralized reservation systems. 

Thank you. 

Chairman Dingell. We thank you very much for your testimony. 
We apologize to you for having to adhere to this 5-minute rule. 

Our next panel member is Mr. Robert M. Flanagan, chairman of 
the board and chief executive officer of Western Union. Thank you 
for being with us. 

Mr. FYanagan. Mr. Chairman, Senator Packwood, and members 
of the committee. Thank you for the chance to speak today and to 
comment on this proposed legislation. These bills are intended to 
permit the public to enjoy the benefits of this Nation's evolving 
telecommunications capability while still protecting the goal of a 
telephone service that everyone can afford, and they are tr3dng to 
do this at a time when substantial increases in local telephone 
rates are pending right across the country, increases which are 
often tied to the implementation next January 1 of the FCC's 
access charges decision. 

In fact, the access charge decision is not the only force behind 
these local increases. Some of the other factors at work include 
more rapid depreciation, deregulation of customer-provided equip- 
ment, perceived losses in interstate toll subsidies, increases in oper- 
ating costs, and an alleged need for higher rates of return. 

Thus, legislation which is directed exclusively at the access 
charge issue will only address part of the problem of rising local 
rates. At the same time there is a very real danger that these bills 
will place penalties on nontelephone services, penalties that may 
cripple a variety of existing communication services on which 
many of this Nation's businesses depend. 

For example. Western Union's telex service makes no use what- 
soever of the switched telephone network but would be taxed 
anyway in order to subsidize local telephone rates. I must say to 
you today that it is an absolute injustice to impose a tax on a serv- 
ice such as telex, which doesn't access the switched network, which 
is a source of record communication services for thousands of small 
businesses and which from both a historical and an economic 
standpoint is entirely unrelated to the local telephone service you 
wish to support. 

In addition, some of the provisions of these bills could stifle the 
development of the communications technologies that are needed 
for the construction of future communications highways through 
our economy, which brings us to the threat of bypass. Bypass of the 
Nation's telephone system is not new and it is questionable wheth- 
er it is undesirable. 

Congress itself, in the Post Roads Act of 1866, authorized West- 
ern Union to construct and operate the first bypass system a 
decade before Alexander Graham Bell. We have been providing 
communication users with alternate distribution systems ever 
since, and the nationwide phone system seems to have survived 
very nicely. 

Coming to today, I believe that one clear national advantage of 
divestiture is that Western Electric is free at last to export commu- 
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nications products, with all that means for our trade balance, for 
employment, for inflation. The drift of this legislation in its bypass 
provisions faces the other way. 

Banning bypass or taxing it is like ordering the tide not to rise. 
It will happen anyway, but other countries will get the benefit in 
services, in exports, in jobs. That is what this legislation threatens 
to do. It is our belief that this and other anomalies in these bills 
are a result of the pressure-cooker atmosphere in which you are 
tr3dng to address this dilemma. 

While we applaud your willingness to address the complex prob- 
lems before us, the time remaining before divestiture is just too 
short to address in specific substantive terms these issues. 

We fear that any attempt to enact legislation under this time 
pressure is likely to result in unanticipated and perhaps irrevers- 
ible adverse effects on the telecommunications network. 

Let me give you some numbers. On October 3 the Bell System 
intends to file approximately 90,000 pages of tariff material de- 
scribing to the FCC and the rest of us the enormous increase in 
access charges due to go into effect 90 days later. Those 90,000 
pages are more than three times the volume the FCC processes in a 
normal year. 

Either we are serious about the regulatory process or it is a 
facade. If we are serious, we should admit that the FCC cannot 
process 3 years' workload in 90 days. If we are not serious, let's 
admit that, instruct AT&T to forget the 90,000 pages of paperwork, 
make its filing next week so the rest of us will have an extra 60 
days to decide what prices to raise and what services to eliminate 
or to introduce. Or maybe we should all admit that January 1 is 
just too near for what we are tr3dng to do here. 

Western Union is not saying that this Congress should not act. 
However, we submit the wisest course at the time is to give the 
concerned parties time to do it right. We do not say delay divesti- 
ture. Instead, we seek an orderly transition after divestiture. That 
is the most likely way to achieve reasonable local telephone rates 
without stifling the development of competitive services. 

Therefore, we believe Congress should enact simple legislation 
which does four things: Postpone the implementation of access 
charges for 2 years until January 1, 1986, and extend the existing 
division of revenues and settlement arrangement. Convene a joint 
board to look at the matter, require that when tariffs are filed 
there is adequate time to deal with it, and finally, continue the 
present interim arrangements until January 1, 1986, in order, if 
you will, to bypass the need for new access planning in the interim. 

Legislation of this sort would give the FCC and Congress time to 
develop hard information on the likely impact and to deal with it 
properly. 

We are at a watershed for this country's communications net- 
works. The rational and measured approach we advocate seems to 
us to offer the best prospect for achieving the right result for the 
American public. That concludes my remarks. Thank you. 

Chairman Dingell. Thank you very much. 

[The statement follows:] 
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Statement of Robert M. Flanagan, Chairman and Chief Executive Officer, 
Western Union Corp. 

Mr. Chairman and members of the committee, my name is Robert M. Flanagan 
and I am Chairman and Chief Executive Officer, of the Western Union Corp. I am 
grateful for the opportunity to appear at this hearing and to give my views on pro- 
posed l^^lation that, if adopted, will have a profound impact on the telecommuni- 
cations industry for the remainder of this century and beyond. Given the vital role 
that this industry plays in our nation's economy and society general, I do not think 
it overstates the case to say that the telecommunications issues now before Congress 
represent some of the most significant issues on the domestic policy agenda at this 
time. The fact that you have decided to conduct joint hearings on these bills certain- 
ly attests to the importance you attach to these matters, and I share with you that 
conviction. 

Your action in convening joint hearings also reflects a recognition that prompt 
action is required if a more orderly transition into the post-divestiture world is to be 
in place before January 1, 1984 when the FCC's access charge plan is due to take 
effect. It is my firm belief that if Congress does nothing else but establish an ade- 
quate moratorium to provide the designated regulatory bodies and itself with the 
time needed to sort out the true effects of divestiture, deregulation, and termination 
of the existing division of revenues and settlements process, it will have taken a 
msgor step toward assuring the continued availability of affordable universal tele- 

ghone service without sacrificing the technological and economic benefits that will 
e derived from a fully competitive telecommunications industry. 

The issues before Congress are not simple, and their solutions will have profound 
consequences. By their express terms, the bills before you are intended to permit 
the public to enjoy the enormous and far-reaching benefits of this nation's sophisti- 
cated telecommunications capability without affecting the universality of basic tele- 
phone service itself To preserve these benefits, competition must be allowed to grow 
and prosper. To ensure universal local exchange access, prices for telephone service 
must be affordable. These two principles — competition and universal service — are 
well accepted by Congress, the courts and the Commission, and each warrants con- 
cern. However, at the present time there is a perceived tension between them. Any 
resolution of that tension must not sacrifice either princple, for the costs to the 
public of doing so would be inestimably severe. 

The transition from a monopoly environment to a competitive market is the 
source of many of the changes whose effects are of concern to you today. The elimi- 
nation of the traditional division of revenues and settlements process, and its re- 
placement by a S3rstem of access charges, is one component of that transition. This 
change, as I am sure you are aware, has contributed to the unprecedented rate in- 
creases being sought by the Bell Operating Companies from state utility commis- 
sions. These increases, however, are also the result of several other factors. A brief 
review of these factors will put these pending increases in proper perspective and 
assist you in identifying the actions required to achieve the two goals of universal 
service and competitive markets. 

The first of these factors is the FCC's decision to grant increased depreciation 
rates for the Bell System. The FCC's action has resulted in increased revenue re- 
quirements which tne local carriers are attempting to recoup in their recent rate 
filings. The issue of depreciation is obviously a concern of Congress and I am 
pleased to see that it has been at least p£u-tially addressed in H.R. 3621. 

Another factor affecting local rates is the FCC's deregulation of customer prem- 
ises equipment (CPE) in the Second Computer Inquiry. This decision requires the 
transfer of existing or embedded CPE to the separate non-regulated arm of AT&T 
(i.e., American Bell or ABI). According to tariff filings made in several states, the 
revenue derived from the provision of this equipment has generally exceeded the 
associated cost and the excess profits have been used to subsidize local rates. Before 
these contentions can be accepted, however, significant factual questions must be 
answered. Are the Bell Operating (Companies transferring the proper costs to ABI 
along with the CJPE? To the extent the BOCs will contine to maintain such equip- 
ment, are their charges to ABI adequate for the performance of that function? A 
thorough examination of the facts is clearly warranted. 

Another factor related to local rate increases is the cessation of intrastate inter- 
LATA toll operations by Bell local exchange companies as required by the Modified 
Final Judgment in the antitrust litigation. Some have alleged that a subsidy runs 
from toll service to local exchange service and that the termination of that subsidy 
will necessitate rate increases by the local companies. Even assuming cu^endo that 
there is a subsidy, an obvious question is where will the excess revenues go? Is the 
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newly established AT&T inter-LATA carrier going to receive a windfall? If so, can 
these funds be identified or will they be swallowed up by AT&T's new competitive 
efforts? Congress and the state commissions need time to ascertain the answers to 
these questions. 

Finally, the local Bell companies are requesting higher rates to offset increased 
operating costs and to provide higher rates of return that are alleged to be needed 
in the post-divestiture world. While state regulatory commissions traditionally ad- 
dress these matters, the rash of claims and counterclaims concerning divestiture 
and access charges, makes it impossible for the states to piece out whether the pro- 
posed rate increases are reasonable in the short time remaining before the FCC's 
access charge plan takes effect. 

I have raised these factors, Mr. Chairman, because I think it is absolutely critical 
that any attempt to protect universal service be initiated with a complete under- 
standing of the complexity of the task. This complexity is compounded by tiie clear 
and imminent danger to the development of competition that some protective meas- 
ures may impose. Competition and universal service are not incompatible policies. 
Indeed, the full power of the Information Age will never be realized unless and until 
both goals are achieved. 

I am particularly concerned that an attempt to solve this multifaceted issue by 
addressing only access charges is unlikely to succeed, and as a result, unnecessary 
restrictions on competition will be imp<»ed. These shackles will hobble not only 
companies offering telecommunications services, but the millions of customers who 
directly and indirectW benefit from the availability and efficiency of alternative 
competitive services. Therefore, I believe that it is essential that careful study and 
analysis underlie any action taiken in this field. This is particularlv true when sig- 
nificant risk is involved in the manner in which otherwise conrniendable policies are 
implemented. 

I am also concerned with the ability of the regulatory process, both State and Fed- 
eral, to deal effectively with the mass of tariff material which is expected to reach 
mammoth proportions by October 1983. According to the FCC's 1983 report to Con- 
gress, the bell System Companies access tariff filings alone are expected to result in 
32,000 pages of cost support material and 65,000 pages of tariff material, all of 
which are to be filed on October 3, 1983, to be effective January 1, 1984. This com- 
pares with the approximately 24,000 pages of tariff material which is currently re- 
ceived annually from all other tariff filings. This does not take into account the tar- 
iffs to be filed by AT&T Long Lines which are expected to contain a restructuring of 
virtually all of its rates, nor does it refiect the access charge tariffs to be filed by 
independent telephone companies. The FCC will have only 90 days to review these 
tarins and the supporting documents. Interested parties, including Western Union, 
will have only 25 days to analyze these materials, assess their impact, and file what- 
ever protests mav be necessary with the Commission. 

Thus, the FCC will be required to process possibly three times as many tariffs in 
the last quarter of 1983 as it normally processes in an entire year. The anected par- 
ties will oe deprived of any meaningful review of these tariffs. Since all tanffis, 
absent appropriate legislation, will have to be in place by January 1, 1984, the FCC 
may have no alternative but to rubber-stamp the filings. 

Similarly, state commissions are being pressured to approve massive rate in- 
creases by January 1, 1984, under the threat that failure to do so will impair the 
ability of the local carriers to provide service. In such circumstances, the public may 
be required to pay excessive telephone rates and long distance competitors of AT&T 
may be subjected to anticompetitive chaises. In short, the lack of adequate time for 
the FCC and state commissions to consider these tariffs could result m a complete 
breakdown of the regulatory process, leaving the public and competing carriers sub- 
ject to excessive and predatory rates and charges. 

Tumine now to the merits of the legislation before you, I want to stress that 
Western Union shares your desire to achieve the twin objectives of universal service 
and an efficient and competitive telecommunications system. The goal of maintain- 
ing affordable telephone service is clearly laudable. Our sense of equity and our 
social conscience require that a service as essential as the telephone is made availa- 
ble, at least for emergency use, to all who desire it. 

While your concern with the threat of substantially increased charges for local 
exchange service is certaintly justified, I wish to emphasize that it can only partial- 
ly be attributed to the FCCs access chaise decision, and thus will only be partially 
ameliorated by legislation addressed solely to that issue. As I outlined above, in sig- 
nificant respects the pending state rate filings that have recently made headline 
news because of their unprecedented size are the result of circumstances that are 
not solely attributable to the FCCs access charge plan. 
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This brings me now to the second objective of the proposed legislation — promoting 
economic efficiency and technological and service innovation. Unfortunately, I fear 
that certain provisions of the proposed bills will frustrate rather than enhance these 
goals. In fact, they may thwfut economic and technological incentives. Moreover, for 
the first time, they will place substantial handicaps on telecommunications services 
which have never been viewed as a source of subsidy for basic telephone service. 

Western Union's situation presents a good example of how the proposed legisla- 
tion can have a seriously advjprse impact on existing telecommunications service of- 
ferings. For decades, Western Union has been offering Telex/TWX services which 
are, essentially, an outgrowth of basic public telegram service. These hard copy mes- 
sage services make use in many locations of dedicated, non-switched. Bell l^tem 
local distribution facilities. In other locations, local distribution is provided over 
Western Union's own facilities. In no instance do these services directly or indirect- 
ly access the switched telephone network. Further, because they do not access the 
switched network, they have never been part of the division of revenue and settle- 
ments process, and, as a result, they have never been viewed as a source of support 
for local telephone service. 

In both the Senate and House bills under consideration by your committees, 
Telex/TWX and other services that have never made use of the local switched net- 
work or provided a subsidy to local telephone service, may now be indiscriminately 
lumped together with services that do access the switched network and have always 
been part of the subsidy process. As a result, these dedicated services could be sad- 
dled with burdensome charges that bear no relation to the cost of providing these 
services or, for that matter, to any rational plan for keeping basic telephone rates at 
affordable levels. 

My concern with the proposed legislation goes far beyond the desire to avoid the 
economic distortions that are introduced into the marketplace bv the imposition of a 
non-cost based "tax'' placed on facilities and services that have been in existence for 
decades. Particularly in the case of Telex/TWX services, the cost burdens imposed 
by the bills raise serious questions as to whether Western Union can continue to 
offer these services on an economically viable basis. In short, the inclusion of Telex/ 
TWX services as a source of support for basic telephone service threatens to deprive 
thousands of small businesses of the only record telecommunications service that 
they can afford. I therefore implore you to remove from the reach of the bills those 
services, such as Telex and TWX, that do not access the switched network, and 
which are, from both a historical and economic standpoint, totally irrelevant to the 
issue of supporting the costs of local telephone service. 

I would like to think that the inclusion in the proposed legislation of dedicated, 
non-switched services that do not access the switched network, was merely an over- 
sight. Unfortunately, the structure of the bills, in particular H.R. 3621, suggests oth- 
erwise. It appears that the bills reflect a concern— which I believe is unjustified— 
with the potential for bypass of the telephone system. As a result of this concern, all 
persons who emplov alternatives to switched network distribution in any way and 
for any (commercial) purpose may be required to pay local exchange carriers for the 
costs of plant that they will never use. 

This draconian response ignores the fact that ''bypass" is simply competition. Let 
me assure you, ''bypass" is not a dirty word or a loathsome disease. Nor is it a new 
phenomenon. Western Union has owned and operated local distribution facilities for 
over a century, even before the telephone was invented. No one has ever charged 
that these facilities threatened universal service objectives, or has ever advocated 
that they should bear a burdensome tax in order to protect local telephone compa- 
nies. Western Union's distribution facilities have co-existed with local telephone 
plant in the streets of this nation's cities without ever causing an increase in local 
telephone rates. 

By removing all economic incentives to employ alternative distribution facilities 
and, indeed, by penalizing the use of such facilities, not only will the development of 
alternative technologies be severely deterred, but there will be significantly less 
reason for local telephone companies to meet the increasingly sophisticated telecom- 
munications needs of its customers. The needs are rapidly outpacing the local carri- 
ers' ability and/or desire to provide necessarv facilities. If they go unmet, the eco- 
nomic growth that is expected to be spurred by tomorrow's advanced telecommuni- 
cation network will be seriously impeded. 

A good case in point is Teleport, a project involving Western Union, the Port Au- 
thority of New York and New Jersey, Merrill Ljoich, and the City of New York. 
When completed in 1986, Teleport will offer a high capacity local distribution 
system for access to high-technology satellite communications services in the New 
York City area. To meet the demanding requirements of Teleport's potential users 
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for ultra-high speed data transmission, graphics, computer-aided design, video con- 
ferencing and other specialized services. Western Union is installing a state-of-the- 
£u-t fiber optic S3rstem to provide distribution from the satellite earth station's 
location. 

Teleport has been attacked by Bell System representatives and others with paro- 
chial interests as a threat to local telephone service. However, a careful look belies 
these contentions. In an area plagued by local transmission bottlenecks, Teleport is 
an important alternative to either forcing businesses to relocate to less crowded re- 
gions or requiring them to abandon their plans for business expansion that depends 
on highly sophisticated telecommunications services. 

If Teleport or similar distribution S3rstems are made economically obsolete by pro- 
tectionist legislation, the results could be devastating. Areas that have insufficient 
or outdated local transmission plant such as New York City, which is already expe- 
riencing a business exodus, could be faced with the loss of thousands of jobs and 
millions of dollars in tax revenues. Businesses which require the type of innovative 
facilities that the local telephone companies cannot deliver on a timely basis will 
simply move elsewhere or forego their expansion plans. 

Since the local exchange is the technological weak link in the interstate telecom- 
munications network, removing a competitive spur to increased performance in this 
market reduces the efficiency of the entire network. It does customers little good to 
have the most sophisticated computers communicating over high capacity interex- 
change lines if the last mile brings the whole service down to "tin can" quality 
levels. The all-encompassing subsidy scheme contemplated in the proposed legisla- 
tion, if allowed to take effect, is sure to thw£u-t any incentive for technological and 
service innovation in local distribution systems and could relegate this nation to 
second-class status in the information age. 

I wish to emphasize that this is not a doomsday scenario, but rather a realistic 
forecast of the likely outcome of legislation that apparently was conceived without 
an appreciation of all relevant information. The next several decades will rely on 
telecommunications as the driving economic force. Congress must take extra care 
not to establish mechanisms that inhibit the full development of our telecommuni- 
cations capability. It must also make certain that the best possible environment for 
full and fair competition exists so that all suppliers of telecommunications products 
and services, including the local exchange companies, are encouraged and motivated 
to innovate and utilize technology that offers the. best promise for low cost, high 
quality services to the public. 

In sum, Western Union applauds the willingness of Congress to address the diffi- 
cult and complex problems that confront all users of our telecommunications net- 
work today. However, given the limited time remaining before divestiture is imple- 
mented on January 1, 1984, I fear that any attempt to deal in specific substantive 
terms with these very complex issues, entails a substantial risk that any such legis- 
lation, no matter how well intentioned, will result in unanticipated adverse effects 
on this nation's telecommunications industry. In my testimony today I have illus- 
trated two situations in which the bills now before you could very seriously impair 
the provision of needed telecommunications services to the public. Furthermore, the 
proposed legislation's focus on the issue of access charges will, as I have discussed, 
leave untouched many other cost factors that underlie the rate increases which are 
now pending before the states. 

As I see it, the core problem is the limited time that is available to deal with 
these issues between now and the scheduled divestiture date of January 1, 1984. It is 
the January 1 date which is the driving force behind the FCC's rush to implement 
its new system of access charges; it is the January 1 date which gives rise to the 
tremendous pressure on state regulatory commissions to approve the local telephone 
rate increases that are pending before them; and it is the same January 1 date 
which has compelled Congress to take action as well. 

I submit that the wisest course of action to take at this time is to give all con- 
cerned governmental parties — the Congress, the FCC, and the state commissions — 
more time to analyze the issues that confront them and gauge the effect on the 
public of the solutions they propose. I do not seek any delay in the divestiture of the 
Bell System. Rather, what I seek is an orderly transition, following divestiture, to 
ensure the establishment of reasonable rates for local telephone service and for 
access to interstate service. 

To this end, I propose that Congress enact legislation containing the following spe- 
cific elements: 

1. The requirement of the MFJ that the BOC's file access charge tariffs to replace 
the division of revenues and settlements process effective January 1, 1984, should be 
postponed until January 1, 1986, and that process should be continued during the 
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interim period. In order to permit continuation of the present contribution of toll 
revenues to support local exchange services, the bill should provide that AT&T shall 
be entitled to no more than its costs (including its rate of return as prescribed for 
interstate servcies by the FCC). The balance of these revenues should be remitted to 
the appropriate local exchange carrier. 

2. A Joint Bo£u*d should be convened to consider the effect of the FCC*s proposed 
access charges on the goal of universal service and to make recommended changes 
as necessary. These recommendations, and comments by interested parties thereon, 
should serve as the bases for a new system of access charge rules to he promulgated 
by the FCC. 

3. Tariffs to implement the new access charge plan should be filed no later than 
March 31, 1985. Tnis will give the Commission at least nine months to scrutinize the 
access charge tariffs and prescribe any necessary replacement tariffs, or take other 
appropriate action, prior to January 1, 1986. The deferral of the effective date of the 
access charge tariffs above will also permit the state commissions to adopt similar 
procedures. 

4. The ENFIA tariffs, now marked to expire April 15, 1984, should be extended 
through December 31, 1985, in order to provide a statutory basis for the payment of 
compensation bv the CXXJ's for their use of local exchange services and facilities. 
The bill should provide, however, that the telephone operating companies may 
adjust the rates and charges in these tariffs in accordance with the provision of the 
ENFTA agreement. These adjustments include those to reflect increases in operating 
costs as well as increases in utilization of access lines by the OCC*s. 

Legislation containing the provisions I have outlined above will have several 
beneficial effects. It will give the FCC and the Congress time to develop additional 
information concerning the likely impact of the Commission's access charge plan on 
the goal of universally-affordable local telephone service and will permit the FCC or 
the Congress, if necessary, to take appropriate action to modify this plan. It will also 
give the Commission additional time to evaluate the reasonableness of the access 
tariffs that are filed by the various telephone companies, and will establish the 
framework for competitive telecommunications services that the FCC, the Congress, 
the Court, and the parties to the antirtrust settlement all envision for the future. 
By continuing the existing division of revenues and settlements process my proposed 
wil obviate the need for immediate increases in local telephone rates to onset the 
revenues that the local companies would otherwise have lost. Thus, the state com- 
missions will no longer be under the gun'' to see to it that the local companies' 
revenues are increased before the end of this year and they will have much-needed 
additional time to consider and analyze the complex rate proposcds that are now 
pending before them. 

In closing, I note that H. Res. 231, submitted by Mr. Wyden and Mr. Swift and 
reported unanimously on June 29 by the House Subcommittee on Telecommunica- 
tions, indicates concerns identical to those I have expressed and recommends a pro- 
cedure similar to that contained in my legislative proposed. In addition, the letter of 
July 20, signed by Mr. Luken, Mr. Markey and six others members to their col- 
leagues on the Committee also expresses the same concerns. 

Western Union will be happy to assist your committees in drafting legislation 
that we believe would accomplish the goals discussed above. 

Chairman Dingell. The last panel member is Mr. Neal J. Robin- 
son, executive vice president, U.S. Telephone Communications. We 
understand Mr. Devlin, who was to be with us today, is not feeling 
well. We hope that he is returned to full health. 

Mr. Robinson. Thank you, Mr. Chairman. 

We fully support the preservation of universal telephone service. 
We share the concerns of Congress in the need to maintain local 
telephone service at reasonable, affordable rates. We believe an ap- 
propriate system of charges for exchange access can alleviate a sig- 
nificant portion of the upward pressure of local telephone rat^ 
while solving a problem of critical importance to long-distance tele- 
communications companies which compete with AT&T. 

This approach is compatible with the direction taken on Wednes- 
day by the FCC on reconsideration of its access charge decision. Ap- 
proximately 400 companies compete in providing long-distance tele- 
communications service. This competition has been a direct result 
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of SEC and court decisions establishing a clear public policy in 
favor of increased competition. 

This competition has provided great efficiency in the industry, 
expanded utilization of existing facilities and lower long-distance 
telephone charges to the consumer. Notwithstanding the beneficisd 
competition which characterizes the long-distance telecommunica- 
tions industry, local exchange facilities remain monopolies without 
access to local exchange facilities controlled by these monopolies, 
no competitive long-distance telephone company could survive. 

Currently under an arrangement known as ENFIA, Exchange 
Network Facilities for Interchange Access, the long-distance com- 
petitors of AT&T pay for access to local exchanges. AT&T divides 
revenues with its local operating subsidies pursuant to a procedure 
known as division of revenue. By means of these payments, long- 
distance telephone revenues have historically contributed to the 
revenue requirements of local exchanges, helping to control local 
telephone rates. 

Of course, with the 96-percent share of the long-distance revenue 
market, the bulk of this revenue comes from AT&T, and to a sub- 
stantial extent it is the fear of the potential loss of this revenue 
that has precipitated the recent spate of unprecedented and largely 
unjustified local rate increase filings by numerous local operating 
companies, rate increase filings unrelated to competition, the ac- 
tions of FCC or divestiture. 

By assuring a continuation of the present system of access 
charges, H.R. 3621 may alleviate much of the need for new local 
revenues and provide a basis for State utility commissions to reject 
this unwarranted mass of rate increase filings. Under ENFIA there 
is a difference between the amount paid by AT&T for access to the 
local exchange and the amount paid by competing long-distance 
competitors of AT&T. 

Although both AT&T and competing interexchange carriers re- 
ceive local exchange access, the access AT&T receives is far superi- 
or to that provided competing long-distance companies. For in- 
stance, the quality of voice communication is better, with far less 
noise and static. Telephone users wishing to place a long-distance 
call through the AT&T system need dial only 10 or 11 digits. Cus- 
tomers of AT&T's competitors must dial as many as 24 digits. 

Due to the superior nature of its interconnection, AT&T can 
serve customers with rotary dial phones. AT&T's competitors 
cannot, unless their customers incur additional costs. 

In addition, AT&T receives superior billing information than 
that provided by AT&T competition, including identification of the 
calling customer's account number and confirmation of the success- 
ful completion of a call. The higher access charges paid by AT&T 
simply reflect the superior quality of the interconnection provided 
to AT&T. As a result of its superior connection to the local ex- 
change, AT&T receives a level of service that competing long-dis- 
tance companies do not receive and for which they do not pay. The 
superior interconnection enjoved by AT&T results in benefits and 
competitive advantages to AT&T and competitive disadvantages to 
the competing companies. 

In many cases the value to AT&T of its superior interconnection 
is far greater than any added cost of the local exchange of provid- 
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ing this interconnection. C!onverselv, competing long-distance com- 
panies incur substantial additional costs in attempting to reduce 
the deficiencies of inferior exchange access. These costs far exceed 
any savings experienced by a local exchange in providing an inferi- 
or interconnection for AT&T's competitors. So long as equivalent 
access to the local exchange remains unavailable to long-distance 
competitors of AT&T, the existing differential on access charges 
cannot be eliminated without undermining the viability of competi- 
tion in long-distance telecommunications. H.R. 3621 largely incor- 
porates this principle. 

A deficiency of the House bill shared by the Senate bill is the 
absence of an assurance that equivalent access to equivalent means 
of interconnection will in fact be provided to competing interex- 
change carriers as equal exchange access charges are substituted 
for the current system. While we are optimistic that equivalent 
means of interconnection will be provided by local operating com- 
panies following divestiture, prudence dictates that we recognize 
the potential for delays in attaining this objective. 

As a practical matter it is likely to be some time after the dates 
prescribed by the FCC and the district court before equivalent 
access is actually provided in many exchange areas. By proceeding 
cautiously through a gradual substitution of a new system of access 
charges, a more orderly transition to a post-divestiture communica- 
tions industry will be assured. As previously indicated, reduction of 
uncertainty respecting the full level of local operating company 
revenues will alleviate the pressure on local telephone rates. 

Thank you very much. 

Chairman Dingell. The Chair thanks the members of our panel. 

The Chair announces that under the rules laid down yesterday, 
the two committees will recognize members in the order of their 
appearance, and not only the most timely, but the distinguished 
chairman of our sister committee, the Senator from Oregon, Mr. 
Packwood, is recognized first. 

Chairman Packwood. Mr. Chairman, are we also working on a 
limited-time rule so that we will each ask questions for a set period 
of time and go back through another round? 

Chairman Dingell. Yes. Each member will be recognized for 5 
minutes in turn and we will go through the members as often as is 
required to get the necessary number of answers. 

The distinguished Senator from Oregon is recognized for 5 min- 
utes. 

Chairman Packwood. Mr. Brown, let me address this to you. In 
both lobbying on this bill and in testimony yesterday the Bell oper- 
ating companies, perhaps to a lesser extent AT&T, have used the 
argument with some legislators that their States are going to lose 
money, that more money will flow out of their State than will flow 
into the State. Is that not simply, and indeed it is true, but is that 
not a function of how much long distance is placed from each State 
and where the long-distance centers are, and indeed big towns, the 
New Yorks, Chicagos, Los Angeleses, probably initiate great num- 
bers of long-distance calls, and this will be used to suteidize resi- 
dential rates in other States? 

Mr. Brown. I think it reflects more the cost — it is the high-cost 
factor which is involved here in the FCC's order. Those States 
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which are compact and have a telephone plant which was put in at 
lower prices over the years would be feeding money to States which 
have new plant which is put in at higher prices and therefore more 
costly. I believe it is more a function of the age of the plant and the 
compactness of the northeastern areas, and California. 

Chairman Packwood. That accounts more for the money flowing 
into the States than it does flowing out, does it not? The outflow is 
being generated by the long-distance calls? 

Mr. Brown. That is correct. 

Chairman Packwood. In theory does that differ from the corpo- 
rate profits tax, where the argument is used that we generate more 
money than we receive from this tax? It is true that the major cor- 
porations of America for years are located in a relatively few 
States and they generate more money into the corporate profits 
tax? 

Mr. Brown. Yes. I had not thought of the relevance of that com- 
parison. 

Chairman Packwood. Put the other way around, we faced this 
problem on the gasoline tax last year, and Texas gravely com- 
plained that more money is raised in the gasoline tax than is spent 
there. The money flows out of Texas and many of the Western 
States because we drive more, into the compact Eastern States 
where highway construction is incredibly expensive; that the 
money is flowing into those States from States in the West where 
the highways are done and where the construction costs are not 
nearly so great and yet the revenue produced is greater proportion- 
ately than in the compact States? 

Mr. Brown. Yes. I think the concern is for the customers of 
these States, in some of the aging Eastern and Northern States. 
The concern is why should those customers, as individuals, making 
long-distance calls, subsidize places like Florida. It does not seem 
reasonable 

Chairman Packwood. Why should the drivers in Oregon subsi- 
dize completion of the Westway in New York? 

Mr. Brown. I do not really know why they should, and I imagine 
you do not think they should. 

Chairman Packwood. There are questions above and beyond fi- 
nancing. As a matter of fact, I have supported it. Of course the ex- 
ample used most frequently is the windfall profits tax. I doubt if 
much of it is collected in Massachusetts, although my himch is a 
fair portion of it may be spent in Massachusetts. I only ask these 
questions for this point. If we are tadking about a national social 
policy of universal service, and we can disagree whether the biU in- 
troduced by Chairman Dingell and Chairman Wirth and myself is 
the right policy or not. But if we are talking about a national 
policy, is it a valid argument to say we will attempt to constrict it 
intrastate, or an argument against the policy is that more money 
might be raised in some State and spent in another? 

Mr. Brown. No. I think it is worthwhile to bring up the effects 
of what is happening so it is clear to Senators what is happening. If 
it is decided that that should be happening, so be it. 

Chairman Packwood. So as long as we are able to raise it under 
all circumstances and money flows both ways. Yesterday there was 
much reference to the Perl report and whether or not it was accu- 
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rate. I think it was the public utility commissioner from Florida 
who indicated that the report was not very different from its first 
to its second report, the second report simply zeroed in on the 
access charge and therefore his figures were somewhat lower. But 
the report was cited as having been offered by AT&T in evidence in 
the divestiture case. Is that right? 

Mr. Brown. Yes, sir. I think the first report was offered in the 
court. 

Chairman Packwood. And that report apparently proved that 
for each 10-percent increase in rates there would be about a 1-per- 
cent loss of customers? 

Mr. Brown. I really cannot recall what the first report indicated. 
I understand the second report, which reflected Perl s understand- 
ing of current situations, indicated that for example a $2 increase 
might result in a 1-percent 

Chairman Packwood. So one of the congressional Members, I 
think one of the House Members, took it to its conclusion, I think 
Congressman Swift, when he said, "Well, that was based upon a $2 
access charge, and if you were to extend that to $7, ultimately if 
you had your 10-percent increase in rates would you have a 1-per- 
cent drop in customers?" He concluded yes, and apparently the 
report concludes yes. I want to know if that was AT&T s position in 
the antitrust suit? Was that a piece of evidence offered by AT&T? 

Mr. Brown. The Perl report was surely offered by AT&T in that 
case. 

Chairman Packwood. To prove the point that you would have 
customer dropoff for proportionate increases in rates? 

Mr. Brown. To prove that there may be customer dropoff if the 
rates increased disproportionately — I think it is fair to say that the 
FCC waiver for the needy with respect to the $2 charge just elimi- 
nates that concern because it would be the poor people who would 
be inclined to drop off and their problem is solved by the waiver. 
So I do not think the Perl report is germane with respect to what 
the FCC has now done. 

Chairman Packwood. Thank you, Mr. Chairman. 

Chairman Dingell. The Chair recognizes the gentleman from 
Massachusetts, Mr. Markey. 

Representative Markey. Thank you, Mr. Chairman. 

The gentleman from oil-poor Massachusetts would like to ask 
questions. We make it possible for the oil companies to pay the 
windfall profits tax. 

Mr. Chairman, 11 days ago I gave up caffeine. I decided that I 
had had enough of that harmful stimulant that gives you cancer, 
makes you ill, and most worrisome to me, I am told that it acceler- 
ates baldness. In the past 11 days I have learned, however, to live 
without caffeine and to be better off because of the change. I have 
learned about the benefits of decaffeinated coffee and colas and 
candies. 

After yesterday's hearings I could not help but think that my ex- 
perience with caffeine was somehow applicable to what we are 
doing here, for now we are on the verge of decaffeinating our 
phone system, giving up much of the system's stimulants that exist 
in the form of unneeded and wasteful subsidy. Like caffeine, these 
subsidies are hard to give up. Years of established practice, of 
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habit, have made the addiction of a subsidy to our phone system a 
way of life. But just as recent medical discoveries have suggested 
that we are better off without caffeine, recent changes in techno- 
logical innovation in the telecommunications industry dictate that 
we should and must abandon inefficient pricing schemes. I hear 
some people bemoan our fate, yet this is much like the person who 
suggests that the problem with caffeine is a study which tells us it 
is harmful. 

Simply put, as it is foolish to blame the studies as the reason one 
must give up caffeine, it is likewise foolish to blame change and 
progress for ruining the golden age of the national telephone 
system. Furthermore, today when consumers can buy a phone for 
less than a third of its annual rental cost or can use long distance 
for one-half of the normal price, it seem ludicrous to talk about the 
good old days of the old network. 

Like the withdrawal from any dependency, our withdrawal from 
the phone system inefficiencies of the past may be a rocky one. We 
are already seeing the tremors of withdrawal throughout our 
system and throughout the countrv. But such tremors do not mean 
that we should go back to the old dependency. To the contrary, 
what is needed is some measure to smooth the transition from the 
old way of life to the new one and to insure that the new one 
works in the best interest of all consumers. 

The bill which Mr. Luken and I have introduced is such a meas- 
ure. It spreads out the implementation of the access-charge deci- 
sion and permanently softens its burden on consumers by increas- 
ing the average business charge. It provides a limited amount of 
subsidy to rural areas. It seeks to improve the effectiveness of the 
regulatory process by increasing public participation and mandat- 
ing a 5-year study of universal service and rate increase requests. 
It facilitates the further development of competition in the indus- 
try. 

Mr. McGowan, I was pleased to hear you say kind things about 
H.R. 3647 in your opening statement. I am glad to see that we 
share similar concerns about the future of your industry and con- 
sumers all over the country. When you were before the Telecom- 
munications Subcommittee in March you gave an excellent presen- 
tation on the inefficiency and complete lack of commonsense that 
lies behind subsidies that are not targeted on a need basis. You 
touched again on this point again today and it is one that I tried to 
argue for yesterday. Since you are far more articulate on this 
matter than I, perhaps you would be willing to share some of your 
rationale for this position. 

Mr. McGowAN. The pricing structure in our industry is, to put it 
kindly, very wormy. Prices are not related to costs in many in- 
stances. Money flows from one class of users to other classes, pre- 
sumably from more profitable services to less profitable, but no one 
knows that for sure. The industry has evolved a negotiating proc- 
ess — unexamined in most cases by any governmental agency — 
whereby, through separations and settlements, manipulation of 
data, manipulation of investment, various costs are distorted. This 
industry — through the course of FCC decisions, court decisions, 
and, finally, the divestiture — has agreed that it will go toward cost- 
based pricing. I believe everyone in our industry wishes that done. 
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EJvery user who has any knowledge about our industry wishes that 
to be done. We have been giving wrong signals to users about what 
things cost. We have been distorting costs so that people have 
wrongfully assumed certain services are valuable to them, and I be- 
lieve everyone — and I would be so bold as to say I believe AT&T 
and MCI — is fully in agreement that this industry should evolve 
into a cost-based business. This is the only economically sound ap- 
proach. 

Representative Markey. What do you think would happen if we 
expanded competition on interstate toll routes? Do you think the 
average consumer would benefit from that kind of change? 

Mr. McGowAN. I think competition wherever possible will imme- 
diately help the consumer in the United States both from an eco- 
nomic viewpoint as well as from a technological viewpoint. I see 
AT&T has introduced more technological changes in equipment, 
and I believe we will find that same statement true in local serv- 
ices if we allow competition there. 

Representative Markey. Thank you, Mr. Chairman. 

Chairman Dingell. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Washington State, 
Mr. Swift. 

Representative Swift. Thank you, Mr. Chairman. 

Kind of following up on what Senator Packwood was talking 
about, I have seen this material that is circulating indicating who 
are the haves and have-nots in terms of interregional transfers, 
and I believe my State is one that is an exporter according to that 
particular map. Yet for the life of me I do not understand why 
somebody in Seattle should be able to make a long-distance call to 
Sarasota and not pay a fair amount for the cost of the Sarasota 
telephone system without which he would not be able to make that 
call. 

What we are really going to need with this issue is some more 
information, and because most of this seems to be flowing out of 
the BOC's, I am wondering, Mr. Brown, if you would be able to 
supply the committee for the record, not this morning, with specific 
information on the amount of money that is presently shifted 
under the separations and settlements procedure, and in addition 
to that under the FCC joint board decision, and if possible, if you 
have the information, it has to be around somewhere, because 
people are making all these assertions on how those then compare 
with transfers under the proposed legislation. Could you provide 
that? 

Mr. Brown. We will do our best to do it in a short time. The 
maps that are floating around I have to say did not come from the 
Bell System as far as I know. There are a good many people that 
are concerned about this. 

[The following information was subsequently received for the 
record:] 

Present interstate separations and settlements amounts for the year 1982 are 
shown in Table I. They are comprised of non-traffic sensitive ("NTS") charges, that 
is, the portion of the fixed costs of connecting customers to the local telephone 
switching office which have been allocated to the interstate jurisdiction (regardless 
of whether the line is used for long distance calling or not). Table lA is an estimate 
of present interstate separations and settlements amounts for 1984. Note that these 
amounts do not include other costs included in interstate separations and settle- 
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ments — such as local switching and trunking, interexchange plant and dedicated 
facilities — which are costs directly attributable to long distance services. 



TABLE I.-PRESENT INTERSTATE SEPARATIONS AND SEnLEMENTS TELEPHONE INDUSTRY, YEAR 

1982 

[Dollar amounts in millions] 



State 



Interstate 
NTS* 

(A) 



Customer 
payments 2 

(B) 



Ratio 
(A^B) 



Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

Ftorida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New Hampshire 

New Jersey 

New Mexkx) 

New York 

North Carolina 

North Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Puerto Rico 

Rhode Island 

South Carolina 

South Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Virgin Islands 

Washington 

West Virginia 

Wisconsin 

Wyoming 

DistrKt of Columbia 



$121 


$128 


0.95 


40 


23 


1.74 


214 


150 


1.43 


100 


81 


1.24 


1,142 


862 


1.33 


240 


213 


1.13 


151 


205 


.74 


30 


43 


.70 


863 


600 


1.44 


255 


266 


.96 


40 


56 


.71 


65 


48 


1.35 


431 


504 


.86 


183 


187 


.98 


106 


108 


.98 


119 


105 


1.13 


99 


106 


.93 


144 


152 


.95 


45 


39 


1.15 


126 


203 


.62 


218 


296 


.74 


214 


250 


.86 


155 


149 


1.04 


92 


82 


1.12 


190 


209 


.91 


64 


38 


1.68 


84 


78 


1.08 


114 


97 


1.18 


68 


67 


1.02 


351 


548 


.64 


81 


68 


1.19 


843 


848 


.99 


191 


205 


.93 


38 


33 


1.15 


271 


336 


.81 


168 


156 


1.08 


155 


121 


1.28 


300 


453 


.66 


60 


23 


2.61 


37 


49 


.76 


108 


124 


.87 


37 


29 


1.28 


138 


184 


.75 


616 


567 


1.09 


60 


67 


.90 


40 


31 


1.29 


214 


262 


.82 


10 


5 


2.00 


224 


187 


1.20 


60 


66 


.91 


148 


152 


.97 


70 


43 


1.63 


87 


118 


.74 
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TABLE I.-PRESENT INTERSTATE SEPARATIONS AND SEnLEMENTS TELEPHONE INDUSTRY, YEAR 

1982— Continued 

[Dollar amounts in mlNions] 



State 



Interstate 
NTS* 

(A) 



Customer 
payments' 

(B) 



(Ah-B) 



Total.. 



10,020 



10,020 



> NTS (nontraffic sensitive) represents only that portion allocated to Interstate of costs of connecting customers to the local telohone switching 
office. They do not include amounts in interstate settlements for local switching and trunking, interexchange plant, and dedicated fadRties. 



TABLE IA.-PRESENT INTERSTATE SEPARATIONS AND SEnLEMENTS, TELEPHONE INDUSTRY, YEAR 

1984 (ESTIMATED) 

[Dollar amounts in millions] 



State 



Interstate 
NTS* 

(A) 



Customer 
payments' 

(B) 



Ratio 
(A-^KB) 



Alabama 

Alaska 

Arizona 

Arkansas 

Calif omia 

Cotorado 

Connectk^jt 

Delaware 

Ftorida 

Georgia 

Hawaii 

klaho 

Illinois 

Indiana 

kjwa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

MKhigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New Hampshire.. 

New Jersey 

New Mexk» 

New York 

North Carolina 

North Dakota 

Ohk) 

Oklahoma 

Oregon 

Pennsylvania 

Puerto Rico 

Rhode Island 

South Carolina 

South Dakota 



$157 


$159 


0.99 


46 


29 


1.59 


269 


187 


1.44 


123 


101 


1.22 


1,508 


1,070 


1.41 


290 


264 


1.10 


181 


254 


.71 


36 


54 


.67 


1,066 


746 


1.43 


313 


330 


.95 


46 


70 


.66 


77 


60 


1.28 


488 


626 


.78 


217 


232 


.94 


132 


134 


.99 


146 


131 


1.11 


128 


132 


.97 


192 


189 


1.02 


56 


48 


1.17 


158 


252 


.63 


265 


367 


.72 


264 


310 


.85 


195 


186 


1.05 


118 


102 


1.16 


238 


259 


.92 


74 


47 


1.57 


105 


97 


1.08 


155 


121 


1.28 


81 


83 


.98 


419 


681 


.62 


105 


85 


1.24 


1,020 


1,053 


.97 


239 


254 


.94 


49 


41 


1.20 


339 


417 


.81 


198 


194 


1.02 


197 


151 


1.30 


369 


563 


.66 


69 


29 


2.39 


43 


61 


.70 


132 


154 


.86 


47 


36 


1.31 
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TABLE IA.-PRESENT INTERSTATE SEPARATIONS AND SETTLEMENTS, TELEPHONE INDUSTRY, YEAR 
1984 (ESTIMATED)— Continued 

[Dolar amounts in mMions] 
State 



NTS> 
(A) (B) (A- KB) 



Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Virgin Islands 

Washington 

West Virginia 

Wisconsin 

Wyoming 

District of ColumtNa.. 



170 


229 


.74 


779 


705 


1.10 


75 


83 


.90 


49 


38 


1.29 


273 


325 


.84 


11 


6 


1.83 


279 


233 


1.20 


75 


82 


.91 


185 


189 


.98 


96 


54 


1.78 


108 


147 


.73 


12.450 


12.450 





> NTS (nontraffic sensitive) represents only that portion allocated to interstate of costs of connecting customers to the local telephone 
ofTice. Th^ do not include amounts in interstate settlements for local switching and trunking. interexchange plant, and dedbted fadttes. 
* Distribution on originating minutes. 

Estimated NTS interstate amounts under the FCC Access Charge plan for the 
year 1984 of $10.7 billion are shown in Table II. Note that these amounts do not 
include approximately $9 billion of carrier access charges for local switching and 
trunking and dedicated facilities. 

Table IIA shows estimated NTS interstate amounts, at the 1984 level, aswiming 
the transition to full end-user charges plus a Universal Service Fimd were complet- 
ed. 

TABLE ll.-FCC ACCESS CHARGE PLAN TELEPHONE INDUSTRY, YEAR 1984 (ESTIMATED) 

[Dollars amounts in millions] 
State 



NTS» 
(A) (B) (A-B) 



Alatuma 

Alaska 

Arizona 

Arkansas 

California 

Cotorado 

Connecticut 

Delaware 

Rorida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

(.ouisiana 

Maine 

Maryland 

Massachusetts.. 

Michigan 

Minnesota 

Mississippi 



$137 


$141 


0.97 


42 


25 


1.68 


239 


151 


1.58 


104 


87 


1.20 


1,270 


1.060 


1.20 


261 


206 


1.27 


160 


193 


.83 


33 


40 


.83 


894 


606 


1.48 


277 


251 


1.10 


41 


60 


.68 


65 


48 


1.35 


421 


524 


.80 


180 


205 


.88 


112 


116 


.97 


126 


110 


1.15 


107 


122 


.88 


173 


173 


1.00 


49 


45 


1.09 


142 


218 


.65 


230 


301 


.76 


231 


312 


.74 


171 


154 


1.11 


108 


89 


1.21 
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TABLE II.-FCC ACCESS CHARGE PLAN TELEPHONE INDUSTRY. YEAR 1984 (ESTIMATED) -Continued 

[Dollars amounts in millions] 

rtat. Interstate Customer »,«:. 

^^ NTS* payments* """ 

(A) (B) (A-B) 

Missouri 

Montana 

Nebraska 

Nevada 

New Hampshire 

new jersey 

New Mexico 

New York 

North Carolina 

North Dakota 

Ohio 

Oklahoma 



Pennsyhfania .... 

Puerto Rico 

Rhode Island 

South Carolina.. 
South Dakota... 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Virgin Islands... 

Washington 

West Virginia ... 
Wisconsin 



District of Columt)ia.. 
Total 



202 


211 


.96 


64 


40 


1.60 


87 


73 


1.19 


119 


83 


1.43 


71 


64 


1.11 


370 


537 


.69 


90 


71 


1.27 


887 


906 


.98 


198 


217 


.91 


42 


36 


1.17 


285 


384 


.74 


176 


153 


1.15 


164 


131 


1.25 


313 


503 


.62 


62 


34 


1.82 


38 


51 


.75 


113 


129 


.88 


40 


31 


1.29 


148 


189 


.78 


673 


637 


1.06 


66 


69 


.96 


42 


30 


1.40 


230 


270 


.85 


10 


5 


2.00 


235 


210 


1.12 


67 


73 


.92 


152 


172 


.88 


88 


42 


2.10 


95 


112 


.85 


10.700 


10.700 





> NTC (nontraffK sensitive) differs from the present amounts by excluding certain central office elements. They do not include amounts in access 
charges for k)cal switching and trunking ($6,000,000,000 estimated) and dedk:ated facilities ($3,000,000,000 estimated). 
* Based on $2 reskJence and $6 business end-user charges and carrier charges distributed on originating minutes. 

TABLE IIA.-FCC ACCESS CHARGE PLAN AT END OF TRANSITION TELEPHONE INDUSTRY, YEAR 1984 

(ESTIMATED) > 

[Dollars amounts in millkms] 
State interstate NTS ^^^^ Ratio 

(A) (B) (A-B) 

Alat)ama : 

Alaska 

Arizona 

Arkansas 

Califomia 

Cok)rado 

Connecticut 

Delaware 

Ftofkb 

Georgia 

Hawaii 

klaho 

Illinois 

Indiana 



$137 


$105 


1.30 


42 


19 


2.21 


239 


238 


1.00 


104 


70 


1.49 


1,270 


1.327 


.96 


261 


278 


.94 


160 


178 


.90 


33 


37 


.89 


894 


712 


1.26 


277 


274 


1.01 


41 


47 


.87 


65 


62 


1.05 


421 


463 


.91 


180 


193 


.93 
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TABLE IIA.-FCC ACCESS CHARGE PIAN AT END OF TRANSITION TELEPHONE INDUSTRY, YEAR 1984 

(ESTIMATED) '-Continued 

[DoNars amounts in iniKons] 



State 



NTS 



(A) 



poynwntsG52 
(B) 



(A^B) 



kMva 112 

Kansas 126 

Kentucky 107 

l^isiana 173 

Maine 49 

Maryland 142 

Massachusetts 230 

Michigan 231 

Minnesota 171 

Mississippi 108 

Missouri - 202 

Montana 64 

Nebraska 87 

Nevada 119 

New Hampshire 71 

New Jersey 370 

New Mexkx) 90 

New York 887 

North Carolina 198 

North Dakota 42 

Ohw 285 

Oklahoma 176 

Oregon 164 

Pennsylvania 313 

Puerto Rico 62 

Rhode Island 38 

South Carolina :.... 113 

South Dakota ^....^ 40 

Tennessee 148 

Texas 673 

Utah 66 

Vermont 42 

Virginia 230 

Virgin Islands 10 

Washington 235 

West Virginia 67 

Wisconsin 152 

Wyoming 88 

District of Columbia 95_ 

Total 10,700 



119 

124 

86 

127 

52 
161 
256 
248 
175 

64 
201 

55 

88 
117 

76 
420 

87 
956 
208 

28 
305 
179 
169 
351 

62 

43 

97 

34- 
163 
685 

70 

40 

242 

6 

239 

51 
142 

65 
106 



10.700 . 



.94 

1.02 

1.24 

1J8 

.94 

i8 

.90 

.93 

.98 

1.69 

1.00 

1.16 

.99 

1.02 

.93 

.88 

1.03 

.93 

.95 

1.50 

.93 

.98 

.97 

.89 

1.00 

.88 

1.16 

-US 

.91 

.98 

.94 

1.05 

.95 

1.67 

.98 

1.31 

1.07 

1.35 

.90 



* Estimated 1984 amounts, assuming access charge plan transition were completed. 

'Based on end-user charges covering all NTS except for universal service fund amounts, and carrier charges (i.e., USF) distributed on 



Comparisons of these numbers with the twelve pending "universal service" bills 
are difficult for several reasons. 

First, details of the various bills vary considerably, making direct comparisons dif- 
ficult. Second, some bills, such as H.R. 3621, contain only general provisions on the 
large amounts of subsidies which would be required and leave the distribution of 
such subsidies to the discretion of a new joint board. Third, several bills overturn 
the FCC's Access Charge decision in whole or in part, making it more difficult to 
determine the basis (the components of plant and facilities) on which access charges 
are to be calculated. 

As we continue to analyze these bills, we will provide further analysis. 

Representative Swift. Could we nail down a short time — is a 
couple of weeks reasonable? 
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Mr. Brown. Yes, sir. I hedge a little bit because we have not 
seen the FCC order yet. We have seen press releases and Chairman 
Fowler's testimony. 

Representative Swift. If we could have some of it now and 
others later — the settlement stuff is probably sitting around some- 
where. I would appreciate that very much. I think it could be very 
helpful to us. Yesterday Chairman Fowler stressed the philosophi- 
cal approach in the access charge that we should pay for what we 
use, and I will direct this to Mr. Brophy. It is not a new question. If 
the people in the system should pay for what they use, why should 
the customer who does not want long-distance service, does not 
want to make interstate calls, why should he have to pay an inter- 
state access charge? 

Mr. Brophy. Obviously a customer should not have to pay for a 
service they do not use. The fact is that you could not have local 
service without paying a substantially higher amount than you 
currently pay. Excluding inside wiring and the telephone instru- 
ment itself, the cost of local service, if fully paid by a customer who 
did not have access to interexchange service, would be about $19 a 
month. What has happened is that you take the full cost of local 
service — those things that are not traffic-sensitive and that are re- 
quired just to provide local service. At the moment we then allo- 
cate most of that amount to interexchange service on a usage basis. 
But the fact is there will be no saving if the person elected not to 
use interexchange service. And so the only way a person will pay 
his full cost of local service is paying the full nontraffic-sensitive 
cost. 

Representative Swift. It is always kind of amazing to me that no 
matter now we figure this out the consumer gets it in the end. I 
would like to ask another question of Mr. Brophy in particular. In 
the legislation as currently proposed, and let us assume for a 
moment that it is going to pass, and I know you prefer that it 
would not, but say it does, do we deal in that legislation adequately 
with a transition period to give the telephone industry an opportu- 
nity to do the things it is going to need to do in order to adjust? Do 
we deal with you properly vis-a-vis any antitrust laws that might 
have to be adjusted for that interim period? 

Mr. Brophy. I think that during the interim period if there were 
going to be a stay of the FCC's order or moratorium that ^here are 
some things that would need to be done, and I try to outline those 
starting on page 20 of my written testimony. It cannot be a simple 
stay because in essence the agreements we now have are with the 
Bell operating companies that in turn get their flow of funds from 
AT&T, and with the breakup of the Bell System, that current 
method of settlement essentially disappears. There would have to 
be a replacement system for that which would achieve essentially 
the same result. 

Representative Swift. So you deal with that in some specific 
detail in your prepared testimony? 

Mr. Brophy. Yes. 

Representative Swift. I do not believe there is anybody regard- 
less of how strong they support this legislation that wants to create 
any unintended or unnecessary inconvenience for the telephone 
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company. You have been buffeted around a lot during the past few 
years as we try to sort through this. 

Mr. Brophy. I appreciate that. We are really not looking for in- 
creased income. We are trying to find a method of protecting our- 
selves against a drastic loss of revenue resulting from a change in 
the system. 

Representative Swift. Thank you very much. 

Thank you, Mr. Chairman. 

Chairman Dingell. The time of the gentleman has expired. 

The Chair recognizes the distinguished Senator from Washing- 
ton, Mr. Gorton. 

Senator Gorton. Thank you, Mr. Chairman. 

If the FCC's access charge decision is in fact implemented, by 
how much do you predict that your long-distance rates will drop, 
either in absolute terms or in comparison with what will happen if 
we change the status quo? 

Mr. Brown. I would rather see the words in the FCC order, 
which only came out Wednesday in press release form, before I am 
really able to understand what the effect on access charge is going 
to be. We surely intend to sharply decrease long-distance rates. The 
same order of which we speak increases the penalty on AT&T vis-a- 
vis the gentlemen at the table here, and I am sorry that I just 
cannot predict that until I understand what the actual words of the 
order say and to what extent that penalty really affects us. I can 
understand why some of the gentlemen at the table would like to 
have a moratorium, because they can continue the kinds of feeding 
at the trough which has been made possible by the ENFIA and 
penalty arrangements, but I have to say that to have a moratorium 
on what has been in progress for so long really does not face the 
problem. We will still be in the same situation 2 or 3 or however 
many years after a moratorium that we now face now, except that 
AT&T will continue to be more disadvantaged. I am sorry, I would 
like to give you a precise number. I just do not understand yet 
what the FCC order is going to do. 

Mr. Brophy. I think Mr. Brown is the only one that can answer 
what the rates will be because we will be out of that with the 
breakup of the Bell System. Answering Congressman Swift's ques- 
tion I was not recommending a moratorium. I was suggesting that 
if Congress should determine that that was the direction in which 
to move, it is not a simple matter. I have outlined in my testimony 
the matters that need to be considered. 

Mr. McGowAN. I had three people attend that FCC open meetii^ 
and each briefed me, and then I read the commission's public 
notice. From their varying descriptions, there clearly had to be 
four different meetings. I have no idea what the commission. I am 
going to wait until the order comes out. 

Senator Gorton. Mr. Brown, I can assure you that we would ap- 
preciate as precise an answer to that question as promptly as 
AT&T can deliver it. 

Mr. Brown. We will be glad to supply that. We are anxious to let 
this be known also. One of the problems is that the concentration 
has been on increases in rates and very little if any concentration 
on the fact that long-distance rates will come down. What we ought 
to be worried about is the total bill. If I might say, Senator Gorton, 



Digitized by 



Google 



313 

that the total average bill of residence customers around the coun- 
try is about $37, and well over half of that in most cases is long 
distance, so we are not seeing both sides of the scale here. 

[The following information was subsequently received for the 
record:] 

AT&T intends to reduce the rates for Message Telephone Service (MTS) and Wide 
Area Telecommunications Services (WATS) beginning in 1984 to an extent consists 
ent with the company's earnings requirements and the financial integrity of the 
business. 

Our preliminary estimates, based on the FCC's initial access charge order adopted 
on December 22, 1982 and released on February 28, 1983 (in Docket 78-72) indicated 
that overall domestic message service and WATS rate reductions of about 10 per- 
cent or more may be possible. However, the FCC on July 27, 1983, announced modi- 
fications of that decision and the text of its order on reconsideration has not yet 
been released. 

Precise estimates of the amount of long distance service reductions must await 
the release of the Commission's latest order and further information on the access 
charge tariffs which will be filed by the local operating telephone companies, be- 
cause access charges will be such a large proportion of AT&T's long distance service 
costs. 

Senator Gorton. A question for Mr. Robinson, and if others wish 
to comment on it, it is certainly appropriate. If under the terms of 
Senator Packwood's proposal, or the chairman of the House com- 
mittee's proposal each long distance carrier were required to pay a 
similar access or bypass charge, how could this be considered either 
to be anticompetitive or a disincentive to innovation? Would it not 
simply have a great tendency to create a level playing field in 
which competition would be most vigorous? 

Mr. Robinson. Well, I would address that as follows. We certain- 
ly support a level playing field. We certainly support that the same 
game that goes on on the playing field is the same game that we 
are in. We have to recognize that we are not all starting from an 
equal place. 

I would like to address the comment about feeding at the trough 
to answer your question if I may. In order to use our system, one is 
required to dial 23 or 24 digits versus the 10 or 11 digits that one is 
required to access in the Bell System. That is a tremendous incon- 
venience. The only way it can be overcome is with a substantial in- 
vestment in capital. We cannot serve the rotary phone market. 
That is a market which approximates 55 percent of the telephones 
in this country. We have an inferior interconnection on the switch 
for local access. That causes hiss, hums, static, and so forth, which 
is frequently blamed on the low quality of the carrier's transmis- 
sion. We make adjustments to our customers because of the inferi- 
or quality of the interconnection with which we are provided. 

So yes, we do favor a level playing field. We would like that level 
pla3dng field as quickly as possible. That is what equal access is 
about. We hope that equal access will be implemented on schedule. 
We are optimistic that it will be, but we have to recognize that it 
may be in fact delayed. To the extent that we do not receive equal 
access, we do not wish to pay for it. We would like to pay for the 
same things in the same fashion that the AT&T system gets. 

Mr. McGowAN. I would like to endorse that statement. 

Mr. Brophy. I probably am the only one here wearing two hats, 
having recently acquired GT Sprint, and I agree with Mr. Robinson 
on his statement. I might also say that if it were possible over a 
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period of time to impose some kind of a tax on all carriers, whether 
or not they connected to the network, that obviously would be one 
way of subsidizing local rates. The problem we are concerned about 
in the telephone industry side is that there do appear to be a 
number of very difficult legal problems that we have struggled 
with. Lawyers can disagree, but the one thing the industry cannot 
face is uncertainty in the source of its revenue, and we do hope 
that whatever decision is made by whatever body makes that deci- 
sion, when the system is implemented, we will have some assur- 
ance that we will be receiving the revenue that is designated for us 
and will not spend all of our time for the next 10 years in the 
courts looking for it. 

Senator Gorton. Thank you, Mr. Chairman. 

Chairman Dingell. The time of the gentleman has expired. 

The Chair now recognizes Mr. Wyden. 

Representative Wyden. Thank you very much, Mr. Chairman. It 
is a pleasure to be here. I have been sitting now for 2 days and it 
seems to me that the issue has become pretty simple, and that is 
that — it was clear yesterday and I think it is becoming clearer 
today, that everybody in this country wants universal service, but 
nobody wants to do very much to pay for it. Yesterday with the 
local telephone companies we had very conflicting messages. They 
said, for example, that it was logical to charge a flat rate for access 
to the long-distance lines, whether or not you make any calls at all, 
while at the same time setting up a local system that charges for 
every single call. 

Today we have heard from you gentlemen a position I think that 
reflects the same kind of inconsistency. You said you supported 
universal service, which I think is commendable, but I do not see 
how in the world that the access charge decision that you have said 
you support is going to help us sustain universal service. I think 
that is in the interest of all of your companies. The question I Mdll 
have for you is what are you going to do to pay your fair share to 
keep universal service in this country? 

Let me start with you, Mr. Brown. 

Mr. Brown. Mr. Wyden, I guess I have been heard to say before 
this whole thing was not my idea. 

Representative Wyden. I think none of us would claim credit for 
it at this point. 

Mr. Brown. But the idea, that is the idea of injecting competi- 
tion into a monopoly framework, carries with it inevitably the eco- 
nomic fact that prices will be driven toward costs or competition 
cannot exist. Now, having understood that by virtue of the competi- 
tion in the long-distance business to date, even, it is not a question 
of fairness unless the whole American system of competition can be 
considered unfair. 

Representative Wyden. But we are not using a system of costs. 
We are forcing our consumers to pay for a service that they just do 
not use. My question to you is what will you do, what will you put 
on the line, what will you pay toward contributing to universal 
service in this country, because as of now you are not pa3dng a 
single thing. 

Mr. Brown. As of now we are paying about $1.7 billion. 

Representative Wyden. Under the changes. 
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Mr. Brown. All I can tell you is that when you insert competi- 
tion you have driven the economics in the other direction. Now, the 
customer who has — who makes no long-distance calls, which is a 
very rare customer, as Mr. Brophy says, really is getting a very 
low, uneconomic price for his local exchange service. What is also 
not very often talked about is that he has full and unlimited access 
to incoming calls. I do not think the premise that you state is ger- 
mane to what is happening here. The customer is getting a benefit 
from this now, and it is a question of whether or not prices are to 
be driven toward costs as competition inevitably demands. 

Representative Wyden. I think the principle of the change is 
pretty clear, and that is we are going to force customers in this 
country to pay for a service that they do not use, and we are going 
to see a lot of high-blown talk about efficiency and economic logic 
and the rest, but that is the bottom principle behind the change. 

Mr. Brown. That is not correct. 

Mr. Brophy. Mr. Wyden, might I answer you in this way. There 
are two elements of the cost of telephone service. One is a fixed 
cost, and that does not vary with the amount of usage of the 
^tem. That is being suggested to be assessed on a flat-rate basis. 
Tiien there is a variable cost that varies with the amount of use, 
and that we suggest should be charged for on the basis of amount 
of use. We are not suggesting that anybody should pay for service 
that they do not use. 

Representative Wyden. But would vou not still pay even if you 
did not make a single long-distance call? 

Mr. Brophy. You would pay an amount no more than your cost 
of local telephone service. If you make no calls, or have no desire to 
receive them, then you do not need telephone service. But a system 
that would only permit you to receive calls or a system that would 
make only one call a month would be just as costly in terms of non- 
trafiic-sensitive costs as a system where you made 100 calls or re- 
ceived 1,000 calls. 

Representative Wyden. I think your logic is somewhat convolut- 
ed. I think it is pretty clear that you cannot say there is a cost 
system if you get charged for not making a single long-distance 
call. 

Mr. Brophy. I will give you an example. If I have a washing ma- 
chine I have to pay a price for that. If I wash my clothes once a 
week or once a month or do not wash them at all, there is still a 
cost and that is the kind of cost that is embedded in the telephone 
system. Somebody has to pay. 

Mr. McGowAN. We have a street system, even though a lot of 
people do not use the airlines, we still have a street system for 
them to get to the airlines if they want to. 

Representative Wyden. Mr. Chairman, I ask unanimous consent 
for an additional question. 

Chairman Dingell. The time of the gentleman has expired. The 
Chair will simply have to object. We have too many members here. 
I would love to let the gentleman continue, and we will recognize 
him at another time. We just cannot do that at this time. 

The Chair recognizes the gentleman from Texas, Mr. Leland. 

Representative Leland. Mr. Brown, there has been much recent 
discussion about the $1.7 billion rate increase requested of Texas 
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consumers by Southwestern Bell. This effectively would raise the 
monthly rate for residential users to about $30-plus from about 
$10-plus, which represents about a 200-percent increase. Can you 
comment on that £uid the real concern here about the low- and 
moderate-income people who would be hurt very severely by this 
rate increase? 

Mr. Brown. I am no poet on that Texas rate case, but I do un- 
derstand that the figure you cite includes money which is charged 
by Southwestern Bell to the C€UTiers, not to the customers at all, so 
a great deal of the money is involved right there. Second, I believe 
the depreciation figure is one which is still to be decided among 
commissions. And third, the Texas commission is not known for 
promptly rendering the rates that Southwestern Bell asks for, and 
I think a period of time Mdll put that rate increase request in per- 
spective. 

Representative Leland. I understand that there might be some 
consensus that even if they do not get what they requests there 
might be some lower rate given them by the PUC, but at the same 
time you imply that that does not necessarily mean that the cus- 
tomers are going to be affected that much. I tend to disagree with 
that. 

Mr. Brown. The reason I said what I did was that I believe some 
$500 million of that rate increase was talked about as a rate in- 
crease but really is a charge on the long-distance C€UTiers. All of us 
here at the table are opposed to a charge on the customer. Hiat is 
what I was referring to. It is not a rate increase on the customers 
at all. It is an access charge. 

Representative Leland. I am not a sociologist, although that is 
what we are here in Congress. The fact of the matter is that the 
sociological implications cUctate that minority people use long-^9- 
tance calls at a greater percentage than most other people. I do not 
know if you know that. 

Mr. Brown. Yes, sir, I do. I realize that and this is one of the 
very points that I have tried to make. The more long-distcmce calls 
that minority people make, the lower will be their total bill. And I 
think it would be a crime if artificicd schemes were made to keep 
the long-distance rates high. 

Representative Leland. Wait a minute. I know I did not under- 
stand you correctly. 

Mr. Brown. Let me try again. Perhaps I am not making myself 
clear. What you said is correct, that minority people use the long- 
distance lines a lot more th£m others on the average. That is what 
you said, was it not? 

Representative Leland. You see what you did to the lights? You 
are more powerful than I thought you were. 

Mr. Brown. I think if I can shed light on this particular problem 
we will all be better off. As you state, minorities use long-distance 
more than the average customer. If the long-distance rates are kept 
artificially high, as some of these bills would suggest, minorities 
will therefore suffer. If the FCC order goes in as planned, the long- 
distance rates will come down, and the total bill therefore will 
come down for a very high user of long distance. 
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Representative Leland. You are suggesting that we ought to 
raise or keep long-distance rates down and raise residential rates, 
is that what you are saying? That is more desirable? 

Mr. Brown. I am saying we ought to bring the prices where the 
costs are, as we have been talking here this morning. A $2 charge, 
for example, which is in the FCC order for a residential user who 
uses long-distance heavily will be clearly overweighed by rate re- 
ductions in both intrastate and interstate long-distance calling, 
unless those long-distance calls are kept at an artificially high 
price. 

Representative Leland. The problem I have is that these in- 
creases are going to hurt — I used the example of minority people 
primarily because they represent a higher percentage, not neces- 
sarily in real numbers, a higher percentage of poor people. But I 
am concerned about universally poverty-stricken people, regardless. 
If we raise residential rates to any significant degree then we hurt 
targeted populations like senior citizens. How are we going to help 
them? Because as my colleague from Oregon has said over and over 
again, because of his particular concern about senior citizens, a 
senior citizen has, many times, only a telephone to communicate 
with his or her friends and neighbors in order to stay alive. How do 
we help them? 

Mr. Brown. It seems to me there are two ways to help the situa- 
tion, and surely from the standpoint of anybody who runs a tele- 
phone company or anybody who runs a longnlistance business, the 
last thing we want to do is see people off the network. There are 
two ways. First the FCC provides for a waiver to the access charge 
for people who cannot afford it. Second, I do not think any of us 
see a problem in a targeted subsidy within a State for people who 
cannot afford telephone service at any rate. A targeted subsidy for 
the needy is endorsed I think by all of us, and I would hope that 
such targeted subsidies could be applied if necessary, but the idea 
of a subsidy for people who do not need one, people living in 
$200,000 houses subsidized by this artificial scheme, that does not 
seem to me to make sense. 

Representative Leland. You suggest that the $200,000 category 
ought to be the floor for that consideration? 

Mr. Brown. Well, I have not seen your house, Mr. Leland. 

Chairman Dingell. The time of the gentleman has expired. 

The Chair recognizes now Senator Lautenberg. 

Senator Lautenberg. Thank you, Mr. Chairman. 

Mr. Brown, since the comment was addressed to you, I have to 
respond to an observation of my esteemed colleague and chairman 
of the committee on which I sit in the Senate. He raised a point 
about the windfall profit tax. It is interesting to note that the 
windfall profit tax legislation included the creation of a subsidy 
that gave energy support based on need, not on the basis of wheth- 
er a particular area of the Nation faces high energy costs. It is 
called the low-income energy assistance program. It was intended 
to address the problems of those who have the least ability to pay. 
So if we are going to draw analogies, we should be mindful of that 
aspect. 

You may know, Mr. Brown, that I support targeting of a below- 
cost lifeline rate for people who need assistance in maintaining 
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access to the telephone network. I think that lifeline service should 
be supports! in every State in our Union, whether the general 
costs of providing service are high or low, where people of modest 
means would otherwise be unable to afford basic telephone service. 
You seem to agree that if Congress does see fit to mandate subsi- 
dies to insure universal affordable service, then that supported 
service should be targeted to those who need it. 

Mr. Brown. Yes, sir, I feel that way. 

Senator Lautenberg. Let me ask a fairly simple question. We 
discu^ed briefly a moratorium on access chsu-ges I have to ask you, 
why the rush to impose that charge? If we were able to defer it by 
a year, I think it would give us a ch£uice to thoroughly study the 
results of the divestiture process, £uid I think perhaps we would 
come up with something different by way of a formula. When we 
look at the addition of a $2 access charge, going up by $2 a year for 
a period of 3 years, that in some States represents an increase for a 
basic service of more than 20 percent. It does so in New Jersey, as 
you might know. In New Jersey we are very efficient. What would 
be the problem in a delay? I would like comments from any of you. 
Perhaps I should not invite comments from Bill McGowan. But 
what is the rush? If we hold off a year, do you see any dire conse- 
quence? 

Mr. Brown. Yes, sir, I do, and it is largely because I do not think 
we will know any more after a year than we know now. Second, 
there is nothing irreversible from the legislative standpoint if the 
FCC order goes in essentially as now predicted. It can always be 
changed. Third, the tide of bypassing is rising, not falling, and 
damage to the Bell operating comp£uiies and damage to alHocal op- 
erating comp£uiies will be extensive the longer^his uneconomic or 
economically irrational subsidy continues to exist, £uid I think all 
telephone company people, especially these divested Bell compa- 
nies, are going to be concerned, as Mr. Brophy says, with the effect 
on their revenues, and the uncertainty £uid the invitation to contin- 
ue what is very rising — a very rising tide of bypass may very well 
be devastating if moratoriums and temporizing are applied to a 
problem which is very well understood. 

Senator Lautenberg. Yes? 

Mr. Robinson. If I may comment on that. We really do not see a 
requirement to rush forward with the implementation of a new 
system. Nothing real in terms of the basic economics has changed. 
Let us address the uncertainty of revenues issue. If we maintained 
the current system by establishing a moratorium, there would be 
no uncertainty of revenues, the revenues would still be there. One 
thing that is often missed is that there are other sources of revenue 
that will come into play. Mr. Brown spoke about the total bill. I 
believe we should consider that. We do not know how those charges 
will be determined. We do not know how those costs Mdll be deter- 
mined. So as we move forward in a rational way, if we can keep in 
place the current system of access charges guaranteeing the reve- 
nue, we C£ui see how the situation evolves so that we can rationally 
determine what should be the prices of the other services, what 
revenues will they contribute and what Mdll be the total bill. 
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Senator Lautenberg. What would be the cost to the American 
Bell System if we do not introduce the access charge in the year 
1984? 

Mr. Brown. I do not know any way I can answer that. Are you 
talking about the Bell operating companies? 

Senator Lautenberg. The long-distance companies, the long-dis- 
tance service, because that is where the impact is going to be felt, 
is it not, with the introduction of the access charge? The individual 
subscriber is going to pick up some part of the load for accessing 
the network, right? 

Mr. Brown. Yes, and then we will reduce our charges for long- 
distance service. 

Senator Lautenberg. I am talking about the direct impact of the 
$2. 

Mr. Brown. What will be the effect 

Senator Lautenberg. What will be the cumulative total of the $2 
per line 

Mr. Brown. What will be the effect on the Bell operating compa- 
nies or AT&T? 

Senator Lautenberg. No. What will be the sum total? Does any- 
body have that information, on the amount of money raised as a 
result of the $2 access charge? 

Mr. Brown. I am sorry. That may be available. I do not have it. 

Senator Lautenberg. Well, please try to get that. 

[The following information was subsequently received for the 
record:] 

The $2 charge on residential customers ("end-users") under the FCC's access 
charge decision is estimated to total approximately $1.9 billion in 1984. The total of 
both the $2 residence and business line charge is estimated to be approximately $3.5 
billion in 1984. 

Senator Lautenberg. I wanted to say one thing to Bill 
McGowan. When you talked about my bill, I think you gave credit 
to the wrong person. I think you said Lugar, if I am not mistaken. 

Mr. McGowAN. I corrected it with the stenographer. 

Chairman Dingell. The time of the distinguished Senator has 
expired. 

The Chair recognizes my good friend and colleague, Mr. Wirth, 
chairman of the subcommittee and the sponsor of the bill on the 
House side. 

Representative Wirth. Thank you very much, Mr. Chairman. 

What I would like to do if I might is just to clear up a couple of 
things for the record as to why we are here and why this legisla- 
tion was introduced. Reference has been made over and over again 
this morning to a "subsidy" and to prices being "driven to cost ' as 
if somehow those are the dominant ideas that frame this debate. 
For purposes of history, let me point out that this is an effective 
change in the frame of reference in this debate, and it is a change 
that forgets where we were before. Where we have been before is 
in H.R. 6121, 3 years ago, H.R. 5158 a year ago, there was agree- 
ment, and let me point out that AT&T supported the agreement in 
6121, GTE supported the agreement in 6121 and in 5158, U.S. Tele- 
phone was not around for 6121 but supported it in 5158. Mr. 
McGowan has been consistent in opposing it. 
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That was the agreement that there were joint and common costs 
that had to be allocated between longndistance and local service. 
You supported that, Mr. Brown, you supported that, Mr. Brophy, 
and today there are about $32 billion worth of overall costs, of 
which about $8 billion is allocated, joint and common costs is allo- 
cated to long distance. There has never been any debate about the 
fact from all of you, except for Mr. McCrowan, there had never been 
any debate until last August when the FCC comes up and aban- 
dons totally the notion of joint and common costs and the alloca- 
tion of those joint and common costs between local and long dis- 
tance. 

You all may have been reluctant supporters of the notion of joint 
and common support, but you did support it. The FCC comes in 
and says, last August: We are going to abandon entirely the idea of 
joint and common costs and load the total cost onto the local con- 
sumer, at which you all jump onto that bandwagon like crazy. 

Now, that is where we are in this debate, and the shsuing of 
those joint and common costs between local and long distance has 
been consistently a position taken by all of you except Mr. 
McGtowan, and now you have abandoned that, and have jumped on 
the FCC position. 

I just think it is important for us to recognize that shift in posi- 
tion, with the exception of MCI. I want to know if you all had any 
reaction to that. That is, the item that troubles me very much is 
that there is the shift in gears, because I think there is a signifi- 
cant advantage to you all in doing that. 

Does anybody have any reaction to that? Mr. Brophy. 

Mr. Brophy. Yes, if I can respond. I think there are two types of 
costs. There are those that are shared on a usage basis that I men- 
tioned before, and those still would be shared on a usage basis, and 
then there are the nontrafiRc-sensitive costs that have in the past 
been shared on a usage basis also. 

I think the concern that has arisen is when you have the cost 
sharing of the nontrafific sensitive costs by part of the long-distance 
network, the result is to encourage bjrpass. If we encourage bypass, 
then we see higher exchange costs and ultimately higher rates in 
the future. 

Representative Wirth. We had that debate before, Mr. Brophv, if 
you will remember, when We went through that and others ad in- 
finitum, the bypass issue and where the balance is in the sharing 
issue. The point was that at that point you all and AT&T and U.S. 
Tel supported the notion of sharing. You have now abandoned the 
notion of sharing, following what the FCC started to do in August. 

At least that is my understanding of the history of this, and I 
don't understand why it is that you all had agreed that there 
would be a sharing of those fixed costs before, the line going from 
one's house to the central switch, and the wire and the poles, and 
so on, that those would be fixed costs and there would be a sharing 
of those costs. 

You have decided not to share those costs anymore. I just want 
to understand how you decided not to do that. Mr. McCrowan I un- 
derstand because he has consistently said he didn't believe that 
that was a position to be taken. That has been MCI's position, as I 
remember it, Mr. McGtowan, for a number of years. 
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Mr. McGowAN. When Mr. Brophy and Mr. Brown started to 
agree with me, it worried the hell out of me, I'll tell you that. 

Representative Wirth. Do you agree, Mr. McGowan, that they 
had argued earlier for sharing? 

Mr. McGowAN. Yes, I do. 

Representative Wirth. And now you are not arguing for sharing; 
is that right? 

Mr. McGowAN. That is right. The point they were making is 
that if you had competition, you would not be able to make any 
contribution in excess of cost, and thus you would drive up local 
rates that was a consistent position over the years. It did not pre- 
vail. In front of the FCC, and ultimately in front of the courts, that 
position did not prevail. 

No one is denjdng that we should pay the cost of local switching 
and trunking and those kinds of things. 

The only question was how to allocate the cost of the copper wire 
that a allows a subscriber to get dial tone — but not necessarily use 
it. 

Representative Wirth. My time has expired. Mr. Brown has not 
had a chance to respond at all. 

Chairman Dingell. The Chair will permit Mr. Brown to respond. 

Mr. Brown. Mr. Wirth, I really can't follow this very clearly. 
There are so many things in those other bills that I am not sure 
whether the endorsement you put on it of joint and common cost 
sharing, how that meshed with other things in the bill. I find it dif- 
ficult 

Representative Wirth. Let me just point out for the record, Mr. 
Brown, that the notion of sharing and that whole access question 
in H.R. 6121 was worked out very carefully with your people at 
AT&T, and that is what ended up in H.R. 6121, was supported by 
them, and that very concept supported and developed with them 
was translated then into H.R. 5158, so there is a constant theme of 
that and the support of that from AT&T. 

I just want to figure out where the shift in position is if that is 
not the case. We might leave the record open for any response you 
might like to make on that front. Consistency is not necessarily the 
mother's milk of common carrier policy, I understand, but we do 
the best we can. 

Mr. Brown. I submit you haven't been exactly consistent your- 
self with respect to this, and we will be glad to submit our feelings 
on this subject. 

[The following information was subsequently received for the 
record:] 

We have not shifted our position. 

In 1979-1980, AT&T and other industry members worked with the House Tele- 
communications Subcommittee to develop proposals for a workable transition from 
the separations and settlements process — which the Subcommittee was eager to do 
away with — to a new system of access charges and a three-part "National Telecom- 
munications Pool", as it was then called. 

In bried, H.R. 6121 provided: interexchange carriers were to pay costs "entirely 
allocable to long distance or related to the volume of long distance calls"; a Transi- 
tional Joint Board was established to allocate non-traffic sensitive costs, that is, that 
portion of the local telephone company's fixed costs for providing local switched 
service which are not directly caused by long distance usage; a "National Telecom- 
munications Pool" was established to reimburse certain local carriers for a portion 
of their local distribution costs and toll connecting link costs and to provide transi- 
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tion payments — which were to be phased out over time — subject to the discretion of 
the Transitional Joint Board; ana long distance carriers payments of subsidies — 
amounts over and above direct costs and the relative use of local switched facili- 
ties — were to be capped as of June 1, 1980, and the actual amount of future pay- 
ments was not to exceed the amount being transferred on that date. 

On the key point, the issue of the local subsidies historically provided solely by 
long distance carriers through the separations and settlements process, the Ck)mniit- 
tee report on H.R. 6121 (House Committee on Interstate ana Foreign Commerce 
Kept. 96-1252; August 25, 1980 at page 75) concluded: 

The bill does not choose any specific cost allocation system. Rather, the Commit- 
tee intends that a new, fresh review of the entire issues of allocation of such costs 
be undertaken. The Committee rejects the Commission's tentative view as expressed 
in its Notice of April 16, 1980, that access charges can simply be grafted on to the 
existing Separations and Settlements process. After much debate the Committee 
speciHcallv decided not to adopt in legislation any speciHc formula such as ''margin- 
al cost,'' relative use," or the Ozark formula in use today. The Committee felt tiiat 
such a complex issue should be left to the expert agency, particularly in the first 
instance, one with state representation. It did agree, however, that this portion of 
the accesss charge should not include any subsidies, any amounts over cost. H.R. 
6121 provides that any subsidy must be provided through the National Telecommu- 
nications Pool. To the extent such subsidies exist today, but are not related to high 
loc€d distribution costs (NTP account 1), or high toll connecting link costs (NTP ac- 
count 2), they must be phased out during an appropriate transition designed to 
avoid significant or undue rate increases." 

In essence, what the Committee Report contemplated is what the FCC, with state 
involvement through the Joint Board, did in its access charge decision in Docket 78- 
72. In brief, under the FCC/ Joint Board approach: directly interconnecting interex- 
change carriers bear all of the costs directly associated with use; there is an orderly 
transition over which most of the subsidies contained in today's separations and set- 
tlements process which are not related to the provision of long distance service, will, 
over time, be reflected directly in loc€d service rates. The customers who cause the 
costs of connecting them to the local telephone central office to be incurred will pay 
them directly. However, for lifeline service. customers, the FCC has provided for a 
waiver of these charges; the Joint Board's "high-cost factor" represents a workable 
surrogate for H.R. 612rs National Telecommunications Pool; and the subsidy por- 
tion of the separations and settlements process (non-traffic sensitive costs) is capped 
and phased down over an orderlytransition period. 

We believe that the current FCC/ Joint Bo£u*d does what the Committee contem- 
plated in 1980 in its report. Moreover, that approach takes into consideration rapid- 
ly growing long distance competition and local exchange bypass, which has devel- 
oped dramaticfidly since 1980. Nothing in H.R. 6121, as we read the bill and the 
Committee's report, would have precluded the phased-in customer charge approach 
of the FCC. Indeed, the report explicitly provided that the subsidy portion of the 
National Telecommunication Pool would disappear as the transition to a cost 
system is completed. (Committee report, page 78). 

As to H.R. 5158, AT&T did not support the bill because it contcdned provisions 
which differed significantly from H.R. 6121 in a great number of important areas 
and did not take into account changes in the competitive marketplace, in the in- 
dusty and in Bell System structure since 1980 when H.R. 6121 was before the Com- 
mittee. 

Chairman Dingell. The time of the gentleman has expired. The 
Chair now recognizes the gentlewoman from Illinois, Mrs. Collins. 

Representative Coluns. Thank you very much, Mr. Chairman. 

Mr. McGowan, on the first page of your statement you men- 
tioned that both of the measures, S. 1660 and H.R. 3621, would en- 
courage inefficiency on the part of local telephone companies. Does 
it seem to you that, under the universal service fund, that a system 
of paying money to companies for high costs has the potential for 
actusdly continually rewarding inefficiencies that you are talking 
about? 

Mr. McGowAN. There are two ways I believe it would encourage 
inefficiency, and I say in some cases, continued inefficiencies: One, 
if you paid money to the telephone company, per se, so that they 
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received the funds and supposedly took care of adl users, you have 
no way of knowing that the funds you are giving them are going to 
the recipients you want. These bills just hand big gobs of money to 
the local telephone company. 

Second, if you absolutely preclude bjrpass, you are taking awav 
an incentive from the local phone company to develop the technol- 
ogies and the efficiencies so it can be competitive. There is no 
reason why a phone company should not have the capability of pro- 
viding the most economical local service, and I think by precluding 
bjrpass and by giving them general funds, you are encouraging inef 
ficiency. 

Representative Coluns. Mr. Brown, can you tell me how the el- 
derly and the poor in major cities such as Chicago are going to 
benefit from any universal service fund? 

Mr. Brown. It seems to me the objective of all of us, Mrs. Col- 
lins, is to make sure that the elderly and the poor are not damaged 
by any shift which is occurring. Undoubtedly under the banner of 
competition the shift is occurring. It seems to me our joint objec- 
tive ought to be to make sure that the elderly and the poor are not 
badly sSfected by this, and it does seem to me that the lifeline rate 
principle and the waiver of the access charge on residence custom- 
ers who cannot afford it does protect the people we are both con- 
cerned about. 

Representative Coluns. Might not it be better to earmark the 
funds for specific types of customers? For example, for the elderly 
or the poor, people who have very little usage of long-distance 
lines? Is there not some type of formula that could be developed for 
that purpose? 

Mr. Brown. It does seem to me that, as we have talked before 
generally under the terminology of targeting, it can be done. It can 
be done by geography, and I think targeting is much more appro- 
priate than a broad-brush subsidy for people who don't particularly 
need it. 

Representative Collins. Does the gentleman from MIC agree 
with that? 

Mr. McGowAN. I certainly do. 

Representative Collins. Do all of you agree with that? 

Mr. Brown. I certainly do. 

Mr. Brophy. Yes, I think it should be a means-tested program. 

Representative Collins. What rate advantages will we have? I 
believe all of you have generally agreed that we need not do any- 
thing, now, but that we ought to wait until 1983, 1984, 1985. 1 think 
you might have even said 1986, Mr. McGowan. 

Mr. McGowan. I did not say that. 

Representative Coluns. Someone did. 

Mr. Flanagan. I said that. One advant^e is that we would have 
had time to review the 90,000 pages of tariff filings which have not 
yet been submitted, and which are due to come sometime be- 
tween — well, due to come in October. We have no idea what is in 
that package. 

We have no idea what it will do to our rates, to our services, 
what amount of money we have to charge to others. It is quite un- 
reasonable to expect either the companies or the FCC to evaluate 
that package in a 90-day period between October 3 and January 1. 



Digitized by 



Google 



324 

Mr. Brown. Mrs. Collins, I second that and, in addition I would 
say if what we want to do is guarantee the revenues, prevent the 
uncertainty that now exists and is fueling the fLames of rate in- 
creases, that certainly delaying would be very beneficial in that 
context. Certainly a delay should be implemented to the extent 
that equal access is not afforded to the competing long-distance 
companies, at any rate. 

If there are 90,000 pages — and I don't know whether there are or 
not — the bulk of them are undoubtedly the kind of boilerplate that 
goes along with tariffs and aren't changed at all, and it will be 
very easy to find out what the changes are in very short order. 

Mr. McGowAN. One wornr I have about a delay is that it implies 
something extremely significant is going to happen on January 1, 
1984. It is actually going to be one of the greatest nonevents, I 
think, certainly in our industry. I believe people are going to wake 
up in the morning and are going to live the same life. They are 
going to pick up the phone and make calls. They are going to make 
the same local and long-distance calls. It is not going to be signifi- 
cant. 

The State PUC's that are trying to dump on you people, as I am 
sure you appreciate, to offload their responsibilities onto you, will 
in the meantime not have granted all the rate increases sought by 
the local phone companies in those States. I am fearful that, if we 
delay, it we will imply and tell people, "Oh, my God, this is a ve^ 
important event." It is not going to be a very important event. If 
there are, however, certain groups, then we should absolutelv over- 
compensate so they are not concerned about it. But I think the rest 
of us are going to observe that January 1 will come and go, and we 
are all going to live the same life we have always done before, and 
so will this industnr. 

Mr. Flanagan. I don't agree with that. 

Mr. McGowAN. I read faster than you can, apparently. 

Representative Coluns. My final statement is that I am very 
concerned. Very rarely in certain parts of my district do I receive 
an onslaught of telephone calls from constituents interested in let- 
ting me know that they are concerned about this particular l^isla- 
tion and the whole issue of universcd phone service. 

However, because of the tremendous amount of visual and print 
media coverage this has received one piece of information seems to 
have struck a nerve — that telephone rates stand to skyrocket 100 
to 200 percent. For the poor and elderly in my district this will be 
particularly devastating, especially on top of the giant increases in 
their utility bills, particularly gas bills. 

Most of the people in my district come from the South, West Side 
of Chicago. And what they are able to do on occasion is get on the 
telephone and say hello to their folks back home. They are really 
fearful that this is not going to be the case any longer, that their 
phone bills will get so high for them. 

And so I hope that whatever solution we can agree to will be one 
that is not going to harm the poor and certainly will not cause 
great hardship on the elderly. 

Chairman Dingell. The time of the gentlewoman has expired. 
The Chair recognizes the gentleman from Texas, Mr. Bryant, for 5 
minutes. 
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Representative Bryant. Thank you, Mr. Chairman. 

Mr. Robinson, you are executive vice president of U.S. Tele- 
phone, which is exclusively a long-distance provider, as is MCI, and 
I guess AT&T now; is that correct? 

Mr. Robinson. That is correct. 

Representative Bryant. In order to provide that long-distance 
service, you have to have access to the local operating telephone 
company; is that correct? 

Mr. Robinson. That is absolutely correct. 

Representative Bryant. You testified, I believe, that AT&T at 
the present time pays more for that access and that they should 
continue at least for a period of time to pay more, and I wonder if 
you would explain why they should pay more. 

Mr. Robinson. Mr. Bryant, the reason they should pay more is 
because they get substantially more. One of the aspects that we 
have talked about throughout this morning and in other forums is 
that you should pay for what you get consistent with good public 
and social policy. In order to use the system, as I have stated here 
earlier this morning, in order to access for AT&T, you have to use 
only 10 or 11 digits. 

To access the system that we use, you need to use 23 to 24 digits, 
which is a substantial inconvenience to our customers, and because 
of that inconvenience they are willing to pay us substantially less 
in terms of rate. 

The quality of the interconnection is a substantially lesser grade. 
Hums and hisses essentially result as a function of that lesser 
grade of interconnection, and as a function of that our customers 
are willing to pay us under substantially lesser rates. 

Representative Bryant. Wouldn't it put them at a competitive 
disadvantage to continue to pay higher rates? 

Mr. Robinson. Absolutely not. There is a substantial competitive 
advantage today, in terms of convenience, in terms of the quality of 
the transmission, in terms of the markets that they can access. 
They are at a substantial competitive advantage, and when we get 
truly equal access we would be delighted to participate in that ad- 
vantage. 

Representative Bryant. The modified final judgment requires 
equal access by 1986, but your testimony seems to reflect some 
doubt in your mind as to whether or not that is going to really ever 
happen. Would you elaborate on that? 

Mr. Robinson. Well, we are optimistic that it can be done, but as 
has been stated here earlier this morning, there is lots of work to 
be done in order to accomplish that. Two things I would like to say 
on that. To the extent that equal access is provided we will avail 
ourselves of it, and to the extent it is provided, we would be de- 
lighted to pay the same rates to provide equal service. 

To the extent that it is delayed, we don't wish to pay for some- 
thing that we are not getting, and to the extent that it ultimately 
is not equal access, and it is our understanding that in many loca- 
tions equal access will not be available no matter what, but to the 
extent that it is not equal access we don't wish to pay for it. 

Representative Bryant. Do you know or would you comment on 
what the effects on the local rates would be if your proposal to con- 
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tinue making those who have better access pay more was adopted 
by Congress? 

Mr. Robinson. Quite frankly, in terms of the effect on the rates, 
I couldn't quantify it for you, but what we are really talking about 
here, and really to address a comment that Mr. Wirth made earli- 
er, we haven't changed our position on joint shared cost at all. We 
remain completely consistent. 

Whatever that cost is for the long-distance telecomimications car- 
riers must pay has to be allocated fairly between those. And so if 
there is one long-distance telecommunications carrier which has a 
sutetantial advantage, he ought to pay for it. Whatever that per- 
centage of the cost bill is should be allocated to them on some 
rational basis related to value. 

Representetive Bryant. Would the proposal ease pressure? Could 
you make a general stetement that it would ease pressure on local 
rate increases? 

Mr. Robinson. In one sense I agree with Mr. Bill McCrowan on 
that issue. Come January 1, in that sense at least it will be a non- 
event. The underljdng economics haven't changed, and so if we im- 
plement the proposal to delay the implementetion of the new 
access charge plan, and if we implement the proposal to continue 
with MPS as the methodology by which revenues flow to the local 
access aspect of the business, that will reduce the uncertainty and 
it will have a very positive effect in controlling the local rates. 

Representetive Bryant. Mr. McGowan, would you like to com- 
ment on any of the questions that I asked? 

Mr. McGowAN. I concur with Mr. Robinson. I would like to make 
an additional point. AT&T has been the one that has caused the 
local telephone company to structure itself in such a manner as to 
provide both local and long distence. For example, AT&T was in 
control of the numbering plan requiring 10 digits. 

AT&T receives its interconnections from a local phone company 
in a four-wire trunk side arrangement, whereas we are intercon- 
nected on a two-wire stetion side. We literally — so you under- 
stand — we literally get the telephone service that you get at home. 
We get two wires and a phone number. 

Now, we may get 50,000 of them scattered around the country, or 
more, but we get the same service that you get in your office right 
here on the Hill. We are asked to pay $280 going up to $450 per 
line per month for that service? That is unreasonable. 

Mr. Robinson. I second that, Mr. Bryant. 

Representetive Bryant. Mr. Brown, do you want to respond? 

Mr. Robinson. In the first place, better connections are now of- 
fered by the telephone companies to these people, but they don't 
choose to take them. It would be much easier to complain about 
the problem than to take the better connections. 

Representetive Bryant. Is that correct? 

Mr. Robinson. U.S., telephone talking about AT&T, has been a 
substantial issue and we take the intersections wherever we can 
get them. 

Mr. McGowAN. One is too expensive, the other one is completely 
not available. 

Chairman Dingell. The time of the gentleman has expired. The 
Chair now recognizes the gentleman from Ohio, Mr. Oxley. 
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Representative Oxley. Thank you, Mr. Chairman. 

Mr. Brophy, the Packwood-Dingell bill would still continue the 
subsidy much like we have today, and it seems to me that that 
would encourage bypass. I know you commented earlier about the 
potential problems with a penalty that would be assessed for those 
companies that would seek to bypass the system, and I think that 
you made some reference to perhaps some kind of constitutional 
problem as well as a practical problem. 

Yesterday we had testimony from the Governor of Indiana, and 
the Governor indicated that he supported what he called a penalty 
for b3rpass. I wonder if you could address that particular problem 
as it relates to the Packwood and Dingell bills, and tells us how we 
might deal with the perceived problem of encouraging bypass by 
subsidizing local service by the long-distance rates. 

Mr. Brophy. It is a terribly difficult problem. I did attach to my 
testimony a copy of an opinion from the law firm of Sullivan & 
Cromwell raising a series of problems, questions, including consti- 
tutional questions. 

Representative Oxley. I can't hear. Will you speak a little 
louder? 

Mr. Brophy. I say I did attach to my testimony an opinion of the 
law firm of Sullivan & Cromwell that raised a number of problems 
and questions, including constitutional questions. We have been 
tr3dng to find solutions to those problems and questions, and to 
date we have not been able to. 

My great concern would be that we not put in place here a 
system that is going to be challenged by all those people who would 
be subject to the tax or charge, so that we find ourselves at some 
time in the future having some $10.7 billion or some portion of that 
in doubt. The telephone companies, which are very large users of 
capital, find imcertainty to be the most difficult thing to live with. 

Representative Oxley. I thank you. 

The general concept, though, of subsidizing local rates is in and 
of itself an incentive for bypass, is it not? 

Mr. Brophy. Yes. If the interexchange rates are forced up in a 
way that is related to usage, and encourages those large users to 
bjrpass the local system, then that drains revenue from the local 
system without draining equal amounts of cost, and the result then 
is to increase the cost of local service and the rates to those people 
who remain on the local system. 

Representative Oxley. How do we define bypass? If I have a two- 
way radio and I use that, is that b3rpass, or if I use the U.S. mail 
instead of picking up the telephone, is that bypass? And is it good 
public policy to penalize a company, for example, that finds it 
much more economically beneficial to itself and its shareholders to 
indeed bypass, than to participate in the existing system? 

Mr. Brophy. We believe that the decision probably in the last 
analysis can only be made on an economic basis. There is that 
problem of definition that you mentioned, whether somebody who 
uses a CB radio at a State Une is b3rpassing or not. I just don't 
know. You do have that very difficult problem of definition, in an 
industry where technology is changing so quickly, that something 
may well come along today, or tomorrow, and you would again 
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have to define bsrpass so that the new technology is either inside or 
outside the limits of bsrpass. 

Representative Oxi^. Mr. Brown, would you care to comment 
on that? 

Mr. Brown. I think I agree with what Mr. Brophy said here. It is 
veiy, very difficult to define, more and more difficult to administer, 
and we haven't been able to figure out a way which would give us 
confidence that bypassers would be swept into this net. 

Representative Oxi^y. Do any other of you gentlemen wish to 
comment on that particular issue? 

Mr. McGowAN. The technology Mr. Brophy mentioned is here. 
You have ways today to send a 30-word message to a pocket pager. 
It is digitally stored and can be read. That is exactly the same as if 
you call somebody on the phone with a one-way message. The way 
technology is evolving, I don't think you could eliminate bypass — it 
certainly wouldn't make any commonsense, and it certainly 
wouldn't be good policy, but I doubt whether technologically or 
practically you could even try it. 

Mr. Flanagan. It doesn't have to be technological. It is equally 
bjrpass if you use a courier service to get that same message to its 
destination as if you use Bill's pager item. I don't know how you 
can draw a line to say these are those who will pay a tax. But 
there are those other people here who will not. 

Representative Oxley. Thank you, Mr. Chairman. 

Chairman Dingell. The time of the gentleman has expired. The 
Chair now recognizes the gentleman from New Jersey, Mr. Rin- 
aldo. 

Representative Rinaldo. Thank you very much, Mr. Chairmcm. 

Mr. Chairman, there are a number of things going on which 
make it unclear to me, and I guess to everyone else, how much 
telephone service is going to cost in the future. First of all, as I 
look at the problem, we have no data showing the impact of FCC 
decisions on the ability of low-income people to continue their tele- 
phone service. In fact, as you know, the FCC has just revised its 
original access charge decision, in order to mitigate somewhat its 
impact on local telephone rates. 

Second, long-distances rates, we just heard, are expected to come 
down beginning next January. 

Third, the telephone companies are beginning to provide low-cost 
lifeline service to those customers who do not use the telephone 
heavily. 

Fourth, it is now possible, as we know, for telephone customers 
to purchase rather than lease their phones, and the telephone bills 
of those who purchase their phones will decrease by the $2 to $8 
per month lease payment that has been included in their phone 
bills in the past. 

Despite all of this, some telephone companies have recently 
asked their State regulatory commissions for approval to increase 
the average local telephone rates in their States by 100 percent or 
more. In a few cases, as a matter of fact, rate increases of 150 per- 
cent to 200 percent have been sought, and I guess this has caused 
the flurry of bills that have been introduced to end up in the 
hopper. 
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I would like to ask Mr. Brown, are you familiar with these rate 
increase requests? 

Mr. Brown. Yes, sir. 

Representative Rinaldo. Let me ask you another question. Have 
any increases throughout the country, to the best of your knowl- 
edge, 100 percent, 200 percent or any rather high increases, been 
approved anywhere? 

Mr. Brown. No, sir, I have not seen any such increases ap- 
proved. The average approval for this year has been in the order of 
37 percent of the request, of what the companies feel they need. 
Now, I don't mean to indicate that these companies are asking for 
more 

Representative Rinaldo. Will you get a little closer to the micro- 
phone, please? 

Mr. Brown. I don't mean to indicate that these companies are 
asking for more than they need, because they do feel that their 
rate of return authorization is low. They have not in many cases 
been able to earn that rate of return, by virtue of regulatory 
schemes, and I am not denigrating the decisions of the telephone 
companies for what they will need in 1984 and 1985, and so forth, 
when they are on their own. The facts are, as I understand the reg- 
ulatory people at the witness table yesterday indicated they rarely 
grant what the companies ask, and I guess it is true for power com- 
panies and gas companies and other regulated organizations. 

Representative Rinaldo. As I understand it, the telephone com- 
panies who are seeking these, what I would term massive, exorbi- 
tant rate increases are blaming the FCC's access charge and depre- 
ciation decisions as well as the AT&T divestitute. Now we know 
that the FCC decisions do not require rate increases of 100 percent 
or 200 percent, but is there anjrthing in hearing in divestiture that 
requires local rate increases, or is this just a scarecrow that is 
being thrown out there? 

Mr. Brown. It is hard for me to talk in general terms and not be 
wrong in all the individual jurisdictions in this kind of a situation. 
Jurisdictions differ very, very sharply. If you go over the history of 
rate increases or lack of rate increases, in some jurisdictions you 
will find that the commissions have in some cases authorized noth- 
ing, and rate increases, rate cases have gone on for 12, 14, 16, 18 
months to end up with a zero decision on the part of the commis- 
sion. 

When that happens in a certain year, in the following year the 
companies must go back in for larger increases because of that 
kind of regulatory treatment. 

On the other hand, there are regulatory agencies who do not op- 
erate on that sort of basis, and carefully consider what companies 
need, and give them rate increases which correspond to inflation 
pressures, depreciation pressures, et cetera, and so the situation 
varies among jurisdictions very sharply. 

Representative Rinaldo. Are you sajdng, then, that in effect the 
massive rate increases that some people predict as a result of the 
access charge and depreciation decisions as a result of divestitures, 
as a result of anything, really are not going to come about, and 
that in your view only a very small percentage tjrpe of increases 
will be approved by State regulators? 
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Mr. Brown. Let me put it this way, Mr. Rinaldo. Certainly the 
history would indicate that these kinds of rate increases are not 
going to be approved in their entirety by commissions, aod in any 
event, the commissions have full control of the matter. 

Representative Rinaldo. What do you expect the average in- 
crease will be? Do you think it will continue at 37 percent or do 
you think over the long haul it will drop down and correspond 
roughly to the equivalent of the annual inflationary rate that has 
taken place over the past few years? 

Mr. Brown. Mr. Rinaldo, I am on record in this chamber as 
sajdng that over a period of time, were I to be able to average rate 
increases at a time when this subsidy is being removed, that if the 
telephone companies received in the order of 8 to 10 percent over 4 
or 5 years on an orderly basis, it would manage to shift these cost 
and price problems in their entirety. 

Now, one of the difficulties is, of course, that these rate increases 
are not generated on that kind of a basis. Nonetheless, I stand by 
what I said. 

Representative Rinaldo. Thank you. 

Chairman Dingell. The time of the gentleman has expired. The 
Chair recognizes now the gentleman from Tennessee, Mr. Gore. 

Representative Gore. Thank you very much, Mr. Chairman. 

I would like to welcome this distinguished panel. I appreciate 
your testimony. I am concerned about this issue. It is extremely 
complicated, but it seems to me there is a very simple ii\justice 
that is about to occur if the current plan is implemented. You all 
have indorsed it for obvious reasons. 

What we are about to establish, imless the Congress acts, is a 
telephone system that is partly competitive and partly exploitative. 
You are asking, and the FCC is asking, local telephone customers 
to pay 100 percent of the cost of maintaining equipment that you 
use to deliver your service. That is not fair. I speak, of course, of 
the local loop and the joint facilities that are used both by local 
calls and by long-distance calls. 

Now, the principles of joint cost accounting seem complicated, 
but really aren't that complicated. Joint cost accounting is more an 
art than a science, and people have heated arguments about how to 
allocate joint cost as between common users, but I know of no one, 
no one, who argues that it is justifiable to take joint and common 
costs and allocate them 100 percent to one party and zero percent 
to the other. You are asking for a free ride on the backs of local 
telephone users. 

You pay for the connection from one city to another, but you 
can't deliver your service until you can get into the home or into 
the business. In order to do that, you have to use the telephone 
lines and the telephone poles and the equipment of the local tele- 
phone exchange. In the past always the cost of that ioint facility 
has been shared by the long-distance provider and by the local 
user. What you are asking is for a free ride. You want to escape all 
of that cost and put all of it on the backs of the locad customers. 
How in the world can that be justified? Mr. Brown. 

Mr. Brown. Mr. Gore, I think that what has happened here in 
the competitive environment in the long-distance business is being 
completely ignored in that kind of a statement. As long as there is 
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an uneconomic cost, price being applied to long-distance charges, 
there can be no subsidy to anytMng else. As long as there are abili- 
ties for people to bypass, there can be no subsidy from one service 
to another or the economics of the matter would drive the tele- 
phone system itself into great difficulties. 

Representative Gore. But that doesn't answer the question, Mr. 
Brown. 

I don't understand how you can justify. Let's take the case of a 
senior citizen in Tennessee who has a local telephone, doesn't make 
a lot of long-distance calls, calls her neighbors, use the local tele- 
phone loop. Why should that senior citizen pay 100 percent of the 
cost along with other local users of equipment that you are using 
to make a great deal of money on? 

Mr. Brown. The problem is that that wire has to be there for 
local service to begin with, and the costs are not being covered by 
that customer now. 

Representative Gore. Well, it has to be there for long-distance 
calls to be made. 

If you and I buy a car, you and I buy a car, Mr. Brown, we are 
both going to use it, OK? And we agree to share the cost. 

A couple of years pass and you come to me, or I come to you, and 
I say, "Look, it turns out you are using this car more than I am. 
You are using it 75 percent of the time and I am using it only 25 
percent of the time. I have got an idea. Why don't you pay for the 
whole car because it is going to be there anyway, and in that way I 
will get to use it for free." 

Would that strike you as fair? 

Mr. Brown. No, that is not fair and it is not even germane. 

Representative Gore. That is what you are doing. That is what 
you are doing to the local telephone customers. That is exactly 
what you are doing to the local telephone customers. 

Years ago you said to the local exchanges, ''Look, let's build a 
telephone system. We will use it and you will use it. We will use it 
for long distance and you will use it for local and we will share the 
costs. We are both using it." 

Now, years have passed by and you say, "Look, you are using it 
more than we are. I have got an idea. Why don't you pay for all 
the cost and we will pay for nothing. It has got to be there anyway 
for you to use it, and we have got these other things that we are 
interested in." 

Does that strike you as fair, Mr. Brown? 

Mr. Brown. Don't say "I have got an idea." I say it is not my 
idea. 

Representative Gore. But you have endorsed it, you are support- 
ing it, and all of you are pushing it, and it is not fair. 

You are absolutely right. And I don't want to slander you by 
saying it was your idea, because it wasn't, because in the past you 
have adways accepted, everybody here with the exception of Mr. 
McGowan, I think, has in the past always accepted the notion of 
shared costs, because it is basic fairness. 

What I have got a problem with is now you see an opportunity 
with the restructuring of the telephone industry, "Ah, now we can 
completely redo the rate base, we can completely redo the struc- 
ture of the industry, and this is a great opportunity to dump 100 
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percent of the shared joint common costs of the local plant facility 
on the local consumers, and we will get off scott free." 

It is unfair, and that is the simple injustice which is going to 
cause the House and the Senate, in my opinion, if I read the politi- 
cal currents correctly, it is going to cause the passage of legislation 
to prevent this unfairness. 

Mr. McGowAN. Mr. Chairman, may I comment on that? 

Chairman Dingell. The time of the gentleman has expired. 

I think Mr. Brown ought to be able to respond. 

Mr. Brown. I have no further response. 

Mr. McGowAN. May I comment? 

Chairman Dingell. Mr. McGowan, of course. 

Mr. McGowAN. I believe you are mischaracterizing the cost 
structure in our industry. 

There are two concepts involved. One is the cost of getting to the 
network, the line that goes from your home or business to the clos- 
est telephone central office. That is like an electrical hookup 
charge, like a sewer charge, that is like any other utility connec- 
tion charge. You pay in every other instance, you pay to access 
service. 

There are, in addition to that, usage costs — switching costs, 
trunking costs — within the local network. No one is proposing that 
people who occasion those costs shouldn't pay them. We are going 
to pay them; Lord knows we pay enough today for them. 

What the FCC is talking about is that connection charge, just the 
connection. You pay for it in every other utility, everbody always 
has. If I want gas, I pay a connect charge. In addition, I pay for the 
gas I use. 

If I want electricity, if I want sewer, if I want utilities in the 
United States — a common fact, I pay to connect to the system. You 
pay electrical charges. I just got through pajdng a big electrical 
charge to get into the grid. So the connection charge is what we 
are talking about here, not the usage, not the charges for switching 
and trucking. We are going to pay for that. We always have. 

You are now sajdng that, unlike every other utility in the United 
States, you want to have someone pay part of the local guy's costs. 
Well, he is going to end up pajdng it eventually anyway. 

The users pay for everjrthing. I don't care whether it is gas, elec- 
tricity or power. Obviously, users end up pajdng for it directly or 
indirectly. They pay for it up front. They pay for usage. And what 
you are characterizing is just simply not true. 

Representative Gore. Mr. Chairman, with the indulgence of my 
colleagues, if I may very briefly respond, that is just not the case. 

Some users will pay and some users will not. You all are big in 
having the economics of the marketplace drive the decisionmaking 
process, but you are asking all users of local telephone service to 
pay all of the costs of the local facility whether or not and regard- 
less of the extent to which they use long-distance services. The 
facts remain that those switches and the facilities that get you 
from one city to the other are shared in cost but the local facilities 
are not. 

Thank you, Mr. Chairman. 

Chairman Dingell. The time of the gentleman has expired. 
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The Chair now recognizes my friend and colleague from Michi- 
gan, Senator Riegle. 

Senator Riegle. Thank you, Mr. Chairman. 

I have really two things I would like to inquire about. One is a 
very simple question that is not easy to answer, and that is, what 
should local unlimited phone service cost? What should that cost, 
looking out over the next year or two? What is a fair figure? 

Mr. Brown. As you point out, it is not a very easy question to 
answer. 

I think it depends primarily on what that service costs in the 
geographical area involved, and those costs vary widely. So it is im- 
possible for me to answer that question except on a broad basis. 

Senator Riegle. Let me try to get you to think about it a differ- 
ent way. 

I understand the way you feel compelled to approach it, but ap- 
proach it from the consumer's point of view. 

I mean, should basic service for a person to connect and make 
phone calls cost $10 a month, $12 a month, something in that 
range? Is that a fair figure? 

Mr. Brown. For today's service, let me put it this way. In Michi- 
g€ui the average telephone bill is $34.76 for a resident. 

Senator Riegle. Of course, a lot of that is long distance. 

Mr. Brown. I was going to say that. Some $13.90 is long distance 
itself, and there are other different kinds of charges in the remain- 
der. This thing varies broadly between states. 

In Iowa, the total bill is some $30, and in Arizona the bill is $36. 
So it is hard for me 

Senator Riegle. Let's get down to the basic service without the 
add-ons. I am just talking about the costs for somebody to plug in 
€uid get basic local service. 

Can we establish some kind of a fedr figure or even a narrow 
range that we ought to shoot for? Because that is one way to deal 
with this problem. 

Mr. Brown. Sorry, I don't have any way of suggesting what a 
charge should be, because the costs vary so broadly between geo- 
graphic areas. 

Senator Riegle. It seems to me that maybe what we ought to be 
tr3dng to do here is to find some way to deal with that issue. I 
mean, we do it in a sense with these lifeline systems, which exist in 
my State, and some of the other States. 

Mr. Brown. I think one of the things that is involved here is the 
involvement of the local commissions in setting local rates, and I 
think that is where it ought to reside. That responsibility ought to 
reside there. 

I really don't think Congress can effectively set local rates. 

Senator Riegle. That is what I guess we are going to decide here. 

The question was posed earlier as to whether or not January 1, 
1984, is going to be a nonevent. 

We didn't hear from everybody on the panel, and I am told that 
there was some disagreement on that. 

Who there among you think that that date is going to be a very 
significant date, and that events are going to change quite funda- 
mentally at that point? 
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Mr. Brown. If I understand what Mr. McGowan meant in the 
case of a nonevent, I understand him to mean that the shift in 
charges, which would be involved if the FCC orders go in as now 
scheduled, if the divestiture goes on as now scheduled, the shift in 
charges is not going to be so significant as to be a major event for 
the customer. I believe that is what he referred to. 

Mr. McGowAN. That is what I did refer to. 

Senator Riegle. Does anybody have a different view? 

Mr. Flanagan. Yes; Robert Flanagan. I have a different view. 

I think there are a number of analysts who follow this industry 
who believe there is going to be a very substantial shift in charges 
that will affect certain segments of the industry in any event. I can 
well imagine they would affect my company. 

I think rather than speculating about this, because we may be 
right or we may be wrong, we ought to wait until we have the in- 
formation and see what it tells us. 

I refer again to the 90,000 pages of tariff filings which we are all 
waiting to receive from AT&T. We are going to learn something 
from that, and it will add to the other things we are learning from 
the filings that are going on before the States. 

I think when we have those facts, we can try to deal with them, 
instead of tr3dng to guess in advance about something which we 
will after a while know factually. 

Mr. Brown. I think we are talking here about the residence cus- 
tomer, at least Mr. McGowan, I think, was referring to the resi- 
dence customer, and so was I. 

Senator Riegle. My time is up, but does anybody else have a 
view on that subject that they want to express? 

I gather not, Mr. Chairman. 

Chairman Dingell. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Pennsylvania, Mr. 
Ritter, for 5 minutes. 

Representative Ritter. Thank you, Mr. Chairman. 

I would like to ask the panel in what ways they feel those users 
who would be bypassing, who would be taxed under the Wirth ap- 
proach, in order to reduce the incentive to bypass, in what ways 
could those users avoid being found? And indeed, how we are going 
to be able to find all these users, and then enforce the tax on these 
users? 

Are mail substitutes and two-way radio b3rpassers going to be en- 
compassed in a bypass tax? How complex is this, and what are 
some of the problems that might be involved in attempting to tax 
bypassers? 

Mr. Brown. If I may start on this, I think the net, trying to 
scoop in all the bypassers, is going to have a great deal of trouble. 

Let me speak technically for a moment. A satellite can handle 
literally hundreds of thousands of calls, calls which might well 
have been diverted from the local telephone network by virtue of 
dishes on buildings, antenna dishes. 

A reasonable question is. Should the taxing or should the bypass 
charge be based on the number of calls they have that particular 
day, or the capacity of the satellite, or whether or not there is data 
being transmitted over the network which involves a great deal of 
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information, and the technical problem of trying to understand 
how to do this has not been solved by any of us. 

Representative RriTER. Where would the personnel and the re- 
sources come to do what seems to be a massive monitoring effort to 
somehow keep up with the b3rpassers, so that you can enforce and 
collect and amninister a taxation program? 

Mr. Brown. I don't know where such resources would come 
from, and how they could carry it out in an equitable manner. I 
think it would soon become a real jungle. 

Mr. McGowAN. Part of it is that when we bypass, for example, 
we don't even know it sometimes. Let's say I go into our system 
and look for messages internally, I don't know where that message 
is. It may be stored right here in Washington on a small computer. 
That is a local call, that is not bypass; but it might be on a comput- 
er in Chicago. So when you search for it and my software looks at 
it and finds it in Chicago, it gives it to me. 

In one case you should pay some kind of a fee. In the other case, 
it is local. I don't know; no one knows. 

Maybe the system could change the software program where all 
of a sudden it would report your having a bypass somehow. But 
that is crazy. I mean, it just can't work. 

You say, let's do it for voice and not for data. Well, believe me, 
we transmit on a fiber optics system and there are 400 megawatts 
over that system, I can't tell what is voice, what is data, what is 
video and I don't want to know. The system doesn't want to know. 
It is all going digital. _ 

Jlepresentative Ritter. Could this have the impact of squashing 
high tech development in new b3rpass areas? 

Mr. McGowAN. The best way to answer that is to sayitfthis had 
been in place for the last 10 years, the answer is decidedly, obvious- 
ly, it would be yes. Nobody would build the stuff. 

Why would somebody develop digital termination service? Why 
would somebody develop 

Representative RmER. You are talking too fast. 

Mr. McGowAN. Why would someone develop existing technology 
we have knowing that he could never use it or he would pay a pen- 
alty if he did. If this had been in effect for the past 10 years, the 
answer is we would not have most of the technological 

Representative RmER. So the bottom line here is that this kind 
of legislation could end up squashing high tech development and 
the jobs that go with it, could end up costing consumers more, the 
venr thing that the authors of this approach are trying to avoid 
with their honorable intentions? 

Mr. Flanagan. It could even squash job opportunities for this 
country, which would follow from the squashing of those high tech- 
nologies. 

The best we could hope for would be that it won't work. If it does 
work, it will squash these high technologies which we need, which 
other countries are certainly going to go forward with, and those 
export jobs would simply go elsewhere. 

The best we could hope for is it won't work or that it will be ap- 
plied quite unfairly to some particular forms of b3rpass which 
happen to have been identified by this legislation, and then the 
next form of bypass that comes around will not be taxed. 
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Representative Ritter. It would seem to me too that the phone 
rates that the country pays are inevitably paid by the consumer. 
There is no secret pool of money out there that doesn't belong in 
somebody's wallet to start with, and it would seem to me that if 
you tax one side, the other side is going to pay. If you tax long dis- 
tance or bypass, those consumers using that will end up piaying. 

Was that my time, Mr. Chairman? 

Chairman Dingell. That is the gentleman's time, but the Chair 
will let the gentleman finish his question and let the gentleman re- 
spond. 

Representative Ritter. Thank you. I just have one quick ques- 
tion. 

Mr. Brophy mentioned something about a constitutional prob- 
lem, which I think it was mentioned in passing, and I think those 
of us up here are probably interested as to what he had in mind. 

Mr. Brophy. I attached to my written testimony an opinion from 
the law firm of Sullivan and Cromwell that raised the question as 
to whether or not the tax could be treated as a fee or user chaise, 
and concluded that it probably couldn't and used for the purpose 
for which it was designed. And it then raised the question as to 
whether or not, if it were a tax, and if the tax base — the persons on 
whom the tax falls — were not clearly defined, and if the tax rate 
was not clearly defined, but rather those decisions were to be made 
by some other body, that would be an unconstitutional delegation 
by the Congress of the taxing power. 

Those are the difficult questions that are raised. 

Representatie Ritter. We could always form some new commit- 
tees here to dream up the rates and staff them with additional per- 
sonnel. That is not impossible. We seem to have done things like 
that before. 

Mr. Brophy. It may be possible to draft language. My big con- 
cern has been that whatever the end result be, that it not be one 
that encourages those people who would be subject to the tax to 
challenge it in the courts, and the telephone industry would be 
found with years 

Representative Rffter. But that would provide more jobs for law- 
yers, which is the largest growth industry in this town. Forget high 
tech. 

Thank you, Mr. Chairman. 

Chairman Dingell. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Minnesota, Mr. Si- 
korski. 

Representative Sikorski. No questions, Mr. Chairman. 

Chairman Dingell. The Chair has a few questions. 

Mr. Brown, you had a very interesting comment in your state- 
ment and I observed a similar comment in Mr. McGowan's state- 
ment, and it goes something like this: ''State regulatory commis- 
sions continue to have ample authority to assure that the explosive 
competition that now exists in the telephone communications in- 
dustry does not jeopardize universal service." 

What authorities remain with your State public utUity commis- 
sions under the FCC plan? 

Mr. Brown. They retain all local rate authority except 
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Chairman Dingell. They have lost depreciation responsibilities 
over the local rates, have they not? Hasn t that been preempted by 
the PCX:!? 

Mr. Brown. Well, sir, I believe they never had that. As long as I 
have been in the business, the FCC handled 

Chairman Dingell. There was a time way back when they had 
but they don't have it now. 

Mr. Brown. I think the State PUC and the Pederal Commission 
come together and decide what the depreciation rate ought to be. 

Chairman Dingell. The board which is rated for PCC domi- 
nance. 

Mr. Brown. Well, sir, I understand they read the 1934 act to 
have a uniform system of accounts and depreciation is surely a 
part of that. 

Chairman Dingell. So that is really decided by the PCC and 
they have the authority to deal with that issue? 

Mr. Brown. Yes, I think you are correct. The depreciation and 
the $2 access charge, it seems to me, are Pederal Communication 
Commission matters. The rest of it is put within the control of the 
States. 

Chairman Dingell. Now, they also lose control over access 
charges, do they not? 

Mr. Brown. The resident's $2 access charge, yes, sir. 

Chairman Dingell. So that is fixed by the FCC. The only thing, 
then, that they can deal with is the traffic sensitive issues and 
costs. That is all they get to deal with, isn't it? 

Mr. Brown. The statement I think was made that they have ev- 
erything else, everything else under their control in the States. 

Chairman Dingell. What I am tr3dng to find out is, what is ev- 
erything else? It doesn't sound like very much to me. 

Mr. Brown. The cost of using the switches. 

Chairman Dingell. They don't get to deal with the fixed charges 
that relate to the switch. They get to deal with the costs of repair- 
ing the switch, or something of that kind. 

Mr. Brown. They get to deal with the usage of the whole net- 
work, which supplies dial tone, which provides the switching, 
which makes the connections. They get to deal 

Chairman Dingell. That is a relatively piddling item, is it not? 

Mr. Brown. No, sir, it is. not. 

Chairman Dingell. The big items here are going to be the access 
charges and the depreciation. What remains is going to be relative- 
ly trifling, and will affect the rates only slightly, isn't that right? 

Mr. Brown. No, sir. The local charge in Michigan now averages 
about $14.51. That does not include this $2 access charge. It in- 
cludes all the depreciation, and so on 

Chairman Dingell. But the depreciation you told me is going to 
be fixed by the PCC? 

Mr. Brown. It has been fixed by the PCC in the past. It is a 
small part of that anyway. 

Chairman Dingell. Depreciation, as I understand it, is a rather 
IsTge item. 

Tiiey have lost control over depreciation. They have lost control 
over the access charges. You have told me that the $14 local serv- 
ice chcurge includes depreciation. 
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I am trying to figure out what remains in terms of fixing the 
rate of the household user or any other user. 

Mr. Brown. I guess I can only repeat everything else. 

Chairman Dingeld. Everything else, but what is everything else? 

Mr. Brown. If you are asking me what portion of that $11.14 is 
depreciation, I can't tell you from this table, but a small portion of 
it is. 

Chairman Dingell. Depreciation, as I gather, in Texas, and I 
don't have Michigan's figures, is $450 million out of $1.2 billion. 
That comes out to be over one-third. 

Mr. Brown. The depreciation rates are not set every year. They 
are set every 3 years by a joint discussion between the PUC and 
the Commission. 

The third party in that is the telephone company which asks for 
certain depreciation rates. I believe the number in Texas was that 
which the Texas telephone company thought was desirable, 
thought they needed with respect to the depreciation, not one 
which was authorized. 

Chairman Dingell. As I understand it, yesterday, all the public 
utility commissions testified that they do not have sufficient au- 
thority to deal with explosive competition or to protect their rate- 
payers because the package that has been prepared for them by the 
FCC leaves them total authority to address the question of rates or 
the question of competition either intrastate or interstete. 

Mr. Brown. I realize that is what some of them say, but what I 
think the facts would reveal is, aside from these two things we 
mentioned, they have full control over local rates. 

Chairman Dingell. But I have been asking you to tell me what 
is everything else is and you define "everything else" as being 
evendihing else. 

[The following information was subsequently received for the 
record:] 

American Telephone and Telegraph Co., 

New York, K Y„ August 3, 1983, 
Hon. John D. Dingell, 

Chairman, Energy and Commerce Committee, House of Representatives, Washington, 
D.C 

Dear Mr. Chairman: During the Joint Hearing last Friday on the various pend- 
ing universal service bills, you asked three questions to which I want to respond 
immediately. 

Depreciation procedures. — Some people seem to think that the FCC has J^reempt- 
ed" regulation of depreciation for Telephone companies. That's not so. They have 
had that authority since the Communications Act of 1934, (Section 220(b)). Tnis has 
recently survived court challenges. Under Section 22(Ki), no changes in methods or 
rates are made without the FCC considering the views and recommendations of the 
State Commissions. 

The setting of rates for many years has been on a three year cycle, with one-third 
of the Bell companies being reviewed each year. Three-way meetings with FOC- 
State-BOC representatives are held to review requests and make recommendations 
which the Commission considers in determining the depreciation rates. 

Relationship of depreciation expense to PUC regulatory authority. — You asked me 
about what the State regulators have left to regulate if the FCC has depreciation 
rate authority. Although I could not recall at the Hearing what portion of local 
rates is attributable to depreciation, I have found the number to range from 10 to 17 
percent. Michigan, at 13.3 percent is at the median. 

BOC services remaining under State regulation.— You asked me what State PUC's 
have left to regulate after the $2 access cnarge and the F(X prescribed depreciation. 
I answered "everything else intraLATA." A list of "everything else" is attached, in- 
dicating that they control prices for the bulk of Telephone compcmy services. 
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I hope this information will be helpful. 
Sincerely, 

Charles L. Brown, 
Chairman of the Board, 

POOT-DlVESTITURE BbLL OPERATING COMPANY SERVICES PROVIDED IN ThEIR 

IntraLATA Areas Subject to State Regulation 

Local exchange: Local measured service (business and residence), premium flat 
rate. 

Usage services: MTS, WATS, 800 Service (inward WATS), Enhanced WATS, 900 
services, such as DIAL-It (976), 911, optional calling plans. 

Access services: Network access, special access, special features. Billing services, 
collection and other special services. 

Packet switching services. 

Central office based services: 

Centres (various levels of service), Touch-Tone, custom calling features (e.g., call 
waiting, call forwarding), remote call forwarding, dial up teleconferencing. 

Operator services; Custom call handing, customer listing information services, 
special billing, teleconferencing. 

Public telephone services: Coin telephone service, semi-public service, charge-a- 
call. 

Directory: White Pages, Yellow Pages (revenues in certain states), sale of directo- 
ry listings. 

Dedicated services: Dedicated channels, dedicated access, off-premise extensions— 
PBX and other, sub-voice grade services, voice grade services, digital services DATA- 
PHONE digital service, high capacity digital service, wideband analog channels, fire 
and other alarm channels, closed circuit program services (video and audio, e.g., for 
wired music), power metering and control channels. 

Mobile radio services: Mobile radio service, cellular mobile radio bellboy paging 
service. 

Mr. Brophy. Can I address that in part? 

First of all, the States will have control over all expense items 
related to local service. They will also have control over the cost of 
the intrastate access charge, because there will be an access charge 
for intrastate service, so that they will be controlling a major por- 
tion of the telephone bill. 

If I can say a word about depreciation. If the thought is that the 
States would somehow hold down depreciation expense, I can't 
imagine an3rthing that in the long run is going to drive up the cost 
of the local ratepayer more. 

That is a very short solution with a very damaging long-term ef- 
fects because it builds up the rate base and deters the utility from 
deploying new technology. 

Chairman Dingell. I am not advocating that. I am trying to find 
out what control remains. There are also access charges to the in- 
trastate long-distance portion of the system that will essentially 
mirror or be a shadow of the interstate access charges which will 
be fixed by the FCC, correct? 

Mr. Brophy. We hope that will be so, Mr. Chairman, but that is 
not mandated. 

Chairman Dingell. Well, I think the hope will become the reali- 
ty. Gentlemen, the Chair's time has expired. 

The Chair will start recognizing my colleagues again in the order 
of appearance and I hope we will be able to revisit these questions. 

The Chair recognizes again my good friend, the early bird of this 
operation. Senator Packwood. 

Chairman Packwood. Mr. Brown, the present subsidy is about 
$11 billion? 

Mr. Brown. Yes, sir. 
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Chairman Packwood. I take it all of you, and I will include Mr. 
Brophy in this, I mention him because he is, of all of you, the only 
one left after divestiture that will be heavily involved in the local 
phone business. 

All of you have no fear about the loss of universal service if the 
FCC's access charge — and I don't mean the $2 we are here refer- 
ring to until 2 days ago that was a $2 minimum that was going to 
go up each year — none of you have any fear about the loss of uni- 
versal telephone service to the rural and residential areas, even if 
all of the costs that everyone is talking about are imposed on local 
users; is that correct? 

We can start with Mr. McGowan. 

Mr. McGowAN. I think there is very little fear, with the excep- 
tion of people who are poor, on welfare, and if the costs go up ex- 
cessively, I think there is danger there. 

I think that Congress shares my concern to do something and 
target that group. For 99 percent of the people with phone service, 
of which 92 percent of our population apparently do, I do not have 
concern. 

Mr. Flanagan. I think it is a social issue which Congress should 
address. I would not be in the petition of some of the others to be 
able to say that only a small portion of the country will be affected 
because I don't believe we know enough about the outcome of the 
work that is underway at present. 

It may be that 99 percent are not going to be affected, maybe a 
considerably larger group will be affected. Certainly it is a social 
issue which needs to be addressed. 

Mr. Brown. The FCC order takes care in large measure of the 
high-cost areas by the fund which is set aside for that purpose. The 
order permits waiver of the access charge for residence customers 
who are judged to need it and it seems to me that is a good way to 
attack the problem. 

Mr. Brophy. We share your concern and the last thing we want 
to see is anybody drop off the network. We do believe that it can be 
covered through a means tested entitlement program and through 
the lifeline service. 

Chairman Packwood. Mr. Robinson. 

Mr. Robinson. I think the real answer is that we don't have suf- 
ficient information yet to know. Obviously, the social issue has to 
be addressed concerning lifeline. But with respect to other users, I 
don't think we have sufficient information to know. 

Chairman Packwood. You all want universal service. All of you 
are in the long-distance business and it is a social policy. Do you 
think universal service will continue? 

You have expressed very few fears even with what we regard as 
significant increases that are bound to go into effect, therefore, so 
long as universal service will exist it is in all of your interests, isn't 
it, with the exception of, perhaps, Mr. Brophy, to have long-dis- 
tance charges as low as possible from the profit standpoint of your 
own costs, so long as you can continue universal service; your inter- 
ests are best served by as low or no subsidy charge on long distance 
for local rates? 

Mr. McGowan? 



Digitized by 



Google 



341 

Mr. McGowAN. Our interests are served by having the efficien- 
cies of my operations, technologies, and economy of providing my 
services reflected in the rates I charge for those services. For me 
just to have low prices, I use up my profit. 

I don't necessarily need to have prices so low that I am not prof- 
itable, but certainly the general concept of having them set so they 
encourage use is valid — because I believe there is elasticity in long 
distance. 

I think we have demonstrated that. So, therefore, lower prices 
which encourage higher volume are beneficial to us. The answer is, 
yes, in that regard. 

Mr. Flanagan. I basically agree that our answer is almost an 
unqualified yes, the caveat being we need to know where the funds 
are coming from that are going to somehow produce universal serv- 
ice at the scune time that long-distance rates are low. 

Mr. Brown. If the question is do we believe in lower long-dis- 
tance prices, yes, I think that is 

Chairman Packwood. So long as you can have universal service? 

Mr. Brown. Yes, certainly. 

Mr. Brophy. I would agree with that. We are neutral as to where 
the source of fimds comes from for local service so long as they are 
adequate funds to support the investment. 

Mr. Robinson. We certainly would advocate low prices. I second 
the notion that if the price gets lower and lower, the profit element 
does get eaten up. Competition should implement the technology 
and innovation necessary to lower the prices and consistent with 
the cost of providing the service that we see there. 

That is the element of the price that we want. 

Chairman Packwood. If the Congress decides as a matter of 
social policy that we don't think loced telephone rates can go as 
high as they are otherwise going to go, then we have to find a way 
to subsidize them, correct? 

Mr. McGowan. If you reach a conclusion that everybody's phone 
has to be subsidized. 

Chairman Packwood. Yes, and having reached that conclusion, 
the question becomes where to get the fund, and then it becomes 
nothing more than the usual game, wherever we are going to get 
it, the source from where we are going to get it doesii't want us to 
get it from them. 

Chairman Dingell. With apologies, there is a vote on ih the 
House fioor and the Chair will ask Senator Packwood to chair 
while the House goes to vote. 

Chairman Packwood [presiding]. Mr. Flanagan, you are building 
a teleport, is that right? 

Mr. Flanagan. Yes, sir. 

Chairman Packwood. You are going to receive the messages by 
satellite in the teleport and distribute them by fiber optics through- 
out the business district in Manhattan and in some places in 
Queens? 

Mr. Flanagan. That is correct. 

Chairman Packwood. That will make you a total b3rpasser; 
right? 

Mr. Flanagan. That is true. 
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Chairman Packwood. Charlie, do you think you would have any 
trouble recognizing him as a bypasser if you saw him in the dark? 

Mr. Brown. No, I know he is a bypasser. 

Chairman Packwood. Do you think we would have any difficulty 
figuring out a fee to levy on him to help pay the cost of long dis- 
tance? 

Mr. Brown. Yes, I think we will. I hope I am not the one that 
has to figure it out. I think anybody is going to have trouble figur- 
ing out how he should be taxed for his bjrpassing. 

Chairman Packwood. I am more inclined to call it a fee than a 
tax. If we are inclined to continue the subsidy and include the by- 
passers, would you just as soon we come up with a system of col- 
lecting the fee or would you like to have a hand in planning how 
we do it? 

Mr. Brown. I would really not want a hand in that. 

Chairman Packwood. OK. We will see where we end up. 

We will go back to Don Riegle. 

Senator Riegle. Mr. Chairman, I want to make sure that we 
have some time for the second panel. And I know some members 
may have to leave, so Fm happy to yield at this point. 

Chairman Packwood. I think, although I see Congressman 
Wyden is here also, if we can let them ask first. They have to vote. 

Representative Wyden. I thank the Chairman. As always, Orego- 
nians are so considerate of each other, and I appreciate the Chair- 
man's indulgence. 

Mr. Gore and I both discussed this morning the unfairness of 
making senior citizens and small businesses and others pay even 
though they don't make one single long distance call. 

One of you, I think it was Mr. McGowan, told Mr. Gore that he 
had mischaracterized the costs. Another one of you told me that I 
should compare phone costs to owning a washing machine. 

I want to make it very clear that this member believes that oper- 
ating and maintaining the universal phone system is very different 
than other products like washing machines in that the whole de- 
pends on the sum of the parts. 

You are just not going to have a universal phone system literally 
unless grandmothers can call their doctors, unless small businesses 
can call their customers, and until all America is tied together. 

The point I want to make to you is I am going to do everything I 
can in the days ahead to demonstrate to you that not only is it 
good social policy, but that it is in your long-term financial inter- 
ests to see it that way. 

I know you don't like much of our bill today, but I think you are 
going to see a lot of evidence in the days ahead that even though 
you don't like it today, it is in your long-term financial interests. 

Like so many of the industry witnesses, you have been talking 
about targeted subsidies. 

I don't want to see us create another welfare state in this coun- 
try. Are you advocating phone stamps or setting up means tests or 
all kinds of procedures to emulate programs in this country that 
already aren't getting the benefits out to those who need them? 

What is your position on phone stamps? 
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Mr. Brophy. I think there are many systems already in place 
where we have means tested entitlements and this could be a 
means tested entitlement. 

I was talking to a high level Government worker the other day 
who told me that he had a single line phone S3n3tem and had just 
purchased a computer and enjoyed going home and talking to the 
source. 

His wife complained because that tied up his phone line, so he 
subscribed to lueline service at a minimum charge and he was 
using that for his $3,000 computer to access the information base at 
the source. 

It is a question of whether a subsidy should go to a person in 
that situation. 

Representative Wyden. It shouldn't, but unless you give us spe- 
cific ideas, not generalizations about targeted subsidies as the way 
to go, you will go another step toward locking senior citizens and 
others out of universal phone service, because they will have noth- 
ingto do with a system with the stigma of welfare. 

Thev will ignore some of their medical needs and not follow up 
on calls to the doctors. I think that is a big mistake. 

I think you have an obligation to come in here and describe a 
system that is going to work. 

Senator Riegle. Would the Congressman yield? 

I would like to ask each member of the panel to submit a re- 
sponse in detail as to how they think that might best be done. I 
mean, we are here to gather professional opinion. 

Representative Wyden. I thank the gentleman. 

Qiairman Packwood. I agree completely with my colleague from 
Oregon and with Senator Riegle. 

If we are going to go to a means test on the telephone S3n3tem, 
with all the telephones that exist in this country, I cannot think of 
a more difficult means test to administer. 

I was going to suggest, unless there are further questions, that 
we adjourn this panel and move on to the next panel. Mr. Lauten- 
berg. 

Senator Lautenberg. Let me please look at my notes, Mr. Chair- 
man. 

If I might take a minute for a couple of quick questions, or would 
you prefer to just move ahead to the next panel? 

Chairman Packwood. Go ahead. 

Senator Lautenberg. I wanted to ask Mr. McCrowan something. 
You are aware of the proposal submitted by Congressman Markey 
and the one that I have introduced, which target assistance to the 
needy. 

Let me ask you to discuss the merit of the other approaches for a 
moment. Do you think that the local telephone companies should 
be held harmless for as much as 90 percent of the costs that are 
above 110 percent of the national average? 

What does that do to the incentive to become more efficient? 
Who does that help, and who does it not help? 

Mr. McGowan. I don't think we know. One of the things we are 
short on is specific information about the items of cost. I saw where 
the FCC 2 days ago accepted a suggestion by the State of Michigan 
to undertake a study to determine the impact of their decision on 
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various States and local service rates. This should help us find out 
some of that information. 

Mr. Brown made a point before that there is quite a variation 
around the country as to the cost of providing local service, depend- 
ing upon the age of the plant, the technology, the amount of depre- 
ciation and experiences with growth rates. 

But I believe that, in terms of any necessary subsidies, we are 
talking about a fairly modest amount of money, especially consider- 
ing the size of this industry — a fairly modest amount of money nec- 
essary to do the job. 

Senator Lautenberg. Have you looked at the proposals that are 
in front of us now, including the legislation that has been proposed 
by my distinguished chairman's bill? 

Mr. McGowAN. I have. I think they are unworkable and make 
no sense. I think they are harmful to our economy. 

Senator Lautenberg. Do you disagree with them then, I take it? 

Mr. McGowAN. I disagree. 

Chairman Packwood. I wish you could be more explanatory. 

Senator Lautenberg. I don't think I want to pursue that further. 
I think that there is probably some strong sentiment about that. 

Thanks very much, Mr. Chairman. I will not keep us any longer. 

Chairman Packwood. Senator Riegle? 

Senator Riegle. One item at this point, Mr. Chairman. 

I don't know if the panel is aware, as Mr. Brown presumably 
would be, but in Michigan we have a limited call lifeline rate 
system, and a person can get that for $4 a month. 

I don't know what your guess would be as to how many people 
have come forward for that kind of service, but the answer is in 
excess of 300,000, and I find that a startling number. It prompts me 
to feel that there is enormous sensitivity here to the economics of 
phone service. 

I would imagine that a lot of people would probably like to have 
unlimited service or something more than a two-call limit, but they 
look at it and they are obviously under enough financial pressure 
that they have opted for this minimal amount of lifeline service. 

I am just wondering if that kind of information wouldn't incline 
vou to think that we had better be pretty careful about not pricing 
basic service up to a point where large numbers of people don't feel 
they can afford it. 

Mr. Brown. I agree with you. I don't know how much of that 
300,000, if that is the number, are in the kind of what we might 
call abuse category that Mr. Brophy just cited. 

Obviously, there is no means test, no targeting with respect to 
this so I think that would be advisable if, in fact, we are intending 
to target to the poor, we better do so and not just file a tariff which 
everybody can use for their own purposes as second line or what- 
ever. 

Senator Riegle. Coming back from a major State, is that kind of 
data what you would have expected? 

Are you surprised at that? 

Mr. McGowan. I am surprised at the number, but I probably 
shouldn't be. 

For example, in California where we checked, we found that 
most of the lifeline service there is connected to ski chalets, and 
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^ these people want to have a phone for their friends to use to call 

them — all incoming calls. This service costs $2.50 a month. 
Kf _ But these very scune people have an average of something like 
■V $18 a month in long distance phone bills. 
■ It is unlimited calling coming in and they have a flat rate line 

King out. This strikes me as an abuse of the principle involved. If I 
id a ski chalet, I would have lifeline service, because I don't want 
|i to talk to my neighbors. I don't know them, 
t I want to call long distance. Of your number, I don't know how 

many would fall into that category. 
' Senator Riegle. It would be useful and I would ask that we try 
to get more backup data on that because Michigan has had a life- 
line system for a long enough period that we could draw some les- 
sons from that as it would apply to requests across the country. 

I hope we get to the next panel before long, but I do think that it 
is essential that we work together and that you folks be as helpful 
as you can in the process to figure out how we solve this problem 
of maintaining universal service at an affordable rate. 

It is absolutely crucial, and if we don't solve the problem you are 
going to get hit in the head as hard as anybody else. 

It is in the public interest to have an answer, and I think we can 
devise one, but everybody is going to have to meet in the middle. 

Chairman Dingell. The time of the gentleman has expired. The 
chairman now recognizes the gentleman from Washingotn State, 
Mr. Swift. 

Representative Swift. Thank you, Mr. Chairman. I would like to 
talk a little bit about b3rpass. 

First, I would like to thank Mr. Brophy for, I think, characteriz- 
ing what the bill contains accurately, and then raising his concerns 
with it in a fashion that I think has contributed positively to the 
discussion and the debate. 

Unfortunately, other members of the panel and some of our col- 
leagues in the last hour or so, perhaps because they are unaware of 
precisely what the bill contains, have mischaracterized what the 
b}rpass provision is in this bill. 

There have been references to precluding b3rpass, to outlawing 
bsrpass and so forth, and then a whole filigree of subsequent disas- 
ter has been described based upon a mischaracterization of what 
we are doing in the first place. 

The bill does not preclude b3rpass. If we were going to outlaw 
bypass, we would have said b3rpass is hereby outlawed. 

We have suggested that a decision on a potential b3rpasser should 
be made on other economic factors than the access charge that 
would be imder our bill charged to the long distance companies, 
that their decision should be neutral as far as the access charge is 
concerned. 

In fact, the way the provision is in this version of the legislation 
it could be set at some rate lower than that, but it cant be set 
higher than that. 

So all the talk about prohibiting b3rpass, stultifying technological 
innovation, you are going to be jeopardizing international trade, 
jeopardizing jobs is all setting up strawmen. 

That needs to be said for the record. 
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The second point is that on Wednesday, FCC adopted a change in 
its access charge that would for the first time assess users of dedi- 
cated private lines to pay toward the cost of local telephone service, 
and while traffic carried over private lines is not metered, the FCC 
was still able to assess an equivalent charge based on an estimated 
amount of traffic. ' 

You all support that. You can't be a little bit pregnant. I realize 
that bypassers who use their own facilities rather than lines leased 
from the local telephone company may be hard to track, but it is 
just a little bit more complexity in the same proWem that you have 
already brought in at one end. 

Complex, certainly. Impossible. Nonsense. 

Third point. Those who seem terribly concerned about the com- 
plexity of the bypass process are extremely glib in talking about 
telephone welfare, and yet we had testimony yesterday from PUC 
commissioners who indicated that such a telephone welfare process 
would be horribly complex and extraordinarily difficult to imple- 
ment. 

You get the complexity on one end or on the other. I am suggest- 
ing that our way, the consumer benefits if we deal with the com- 
plexities of bjrpass. 

Finally, we heard yesterday that residential bypass is not far 
away, that technology is coming along that is going to permit resi- 
dential b3rpass, and by loading all of this on the residential consum- 
er, you are going to be encouraging b3rpass at that end, whereas the 
approach we take in the bill would be neutral in that respect, as 
well. 

Now, I think I have accurately described what the bill does so we 
can get that on the record and back to talking about what the bill 
does, not horror stories based upon what it doesn't do. 

Then I have made a couple of points which I think are arguable, 
and I would be happy at this point to cease and desist, and let any 
of you comment, but please comment on what the bill does, not on 
what it doesn't do. 

Mr. McGowAN. If you penalize someone economically for using a 
technology — whether he uses an available system that he believes 
is better for him, mavbe it gives him higher speeds, or the local 
phone company doesn t offer it, or for whatever reason — if you pe- 
nalize him economically, then you are prohibiting him. 

If you say, "You can do it, but we charge you so much money, it 
is not worthwhile for you to do it." Then you can't say you are not 
precluding use of techology when you economically penalize some- 
body for using it. 

We wanted all of our terminals connected in New York City, and 
we asked New York Telephone to do that, and they said "No." So 
we installed our own fiber optics. Fiber runs up and down Manhat- 
tan connecting all our terminals together. 

New York Telephone would be happy to do it today. They said, 
"We will never turn you down again." 

They want to provide ample phone service and I want them to do 
it; but in the meantime I had to have capacity up there. You would 
say that, if I used my own capacity, I would have to pay extra to do 
so. If I had to pay over and above the cost of buil^g my own 
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system, then the inherent economies of fiber would disappear on 
me. 

Representative Swift. You assume that the bjrpasser gets no 
benefit out of local telephone service. 

Mr. McGowAN. He does. He gets benefit out of the local power 
system, the local water system 

Representative Swift. You are telling me what is wrong with the 
bill that doesn't exist in the bill. 

You are not responding to the question I asked. Anybody else 
have any comments? 

lyield back the balance of my time. 

Chairman Dingell. The Chair recognizes the gentleman from 
Colorado, Mr. Wirth, who is the sponsor of the legislation and 
chairman of the subcommittee. 

Representative Wirth. Thank you, Mr. Chairman. 

A couple of comments on your remark, Mr. McGowan, that you 
thought the first of January would be one of the great nonevent 
days; is that correct? 

Mr. McGowAN. Yes. 

Representative Wirth. I disagree. There is tremendous potential 
on the first of January that we might hear some independent state- 
ments from local operating companies. 

You remember last year when the Yellow Pages issue was up, 
they were saying it was a wonderful thing that they were losing all 
the revenue from Yellow Pages and we heard yesterday that the 
idea of sharing was something that they did not agree with and 
that they thought it was terrific that all of that common cost be 
borne in the local rate base, so I look forward to the first of Janu- 
ary when we might hear something quite significant and independ- 
ent from the local operating companies. 

We have been waiting for that for a long time. 

Mr. McGowAN. I wasn't here yesterday, but did the Indians from 
the Grand Canyon show up again? 

Representative Wirth. No, nor did the old lady from Squim. Nei- 
ther of them made an appearance, but I am sure they will before 
we are done. 

We were talking earlier about consistency, and I think that we 
on the subcommittee who have been involved in this legislation 
have always advocated a sharing of costs. That has been a consist- 
ent position every since Mr. Van Deerlin was chairman of the sub- 
committee, that has characterized all the legislation. 

There may have been some differences about the level of sharing 
and the balance between the economic efficiency and the social re- 
sponsibility goals and how much that sharing should be, but there 
has always been a position on the subcommittee for sharing. 

Let me just ask you, Mr. Brown, if you still stick by the state- 
ment that you made last year, when you came down and testified 
right after the divestiture agreement. You said that upward pres- 
sure on telephone rates as a result of today's competitive environ- 
ment and inflation or not, modified consent decree. 

Do you still agree with that? 

Mr. Brown. Yes, sir. I do. 

Representative Wirth. Do you have any comment on the study 
that has been done which was discussed yesterday by the commit- 
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tee in which we looked at the rationale that was stated in dozens of 
States for rate increases, and almost all of the rate increase re- 
quests, either granted or requests, included reference to AT&T di- 
vestiture as one of the reasons for those rate increases. 

Now, clearly AT&T at the local level, the States, is saying some- 
thing very different from what you are saying. How do we recon- 
cile those two statements, the request made in the 50 States and 
your statement that divestiture is not a contributor to increased 
rates? 

Mr. Brown. I don't know where the data came from in this 
chart, but I maintain, and I think the operating companies that 
were here yesterday maintain that these costs are not due to dives- 
titure. 

Representative Wirth. Mr. Chairman, I don't know if this has 
been included in the record, but I want to make sure that it is, the 
study that was done by the Energy and Commerce Committee 
pointing out that in the States, either granted in 1983 or requests 
not yet acted upon, how many States the argument has been made 
that divestiture is one of the reasons for that. 

Again, looking for the consistency in all of this, you have told us 
over the last iy2 that there is no relationship between increased 
rates and divestiture, that it really is competition and inflation 
that increases costs and yet a very different message is being given 
to State public utility commissions and to the public. 

I made that point yesterday, and again, would make the point 
today, which I think you will agree, that divestiture could raise 
rates, couldn't it, Mr. Brown? If the assets and the debts are im- 
properly allocated between the Bell operating companies and the 
parent company, that could raise rates, couldn t it? 

Mr. Brown. If the assets were improperly allocated? 

Representative Wirth. Yes. 

Mr. Brown. I don't know. It would depend on how improperly 
allocated they were. 

Representative Wirth. If you took all the very expensive, recent 
debt and laid it on the local companies and you walked away with 
the less expensive long-term debt, and all the newest technology 
went to AT&T, and the lousiest technology went to the local oper- 
ating companies and so on, you would end up in a situation where 
the allocation of the assets in the debt would have a significant 
impact on local rates, wouldn't they? 

Mr. Brown. I suppose that is correct, but it has nothing to do 
with actuality. 

Representative Wirth. I am just saying that if the assets are im- 
properly allocated between the parent and the local companies, the 
local companies will have to raise their rates in order to have the 
revenues to serve the service area they have historically served; 
isn't that correct? 

Mr. Brown. If they were improperly allocated on any large scale, 
I think that might be so. 

Representative Wirth. But if then as you claim that is only a 
theoretical position, therefore, divestiture should have nothing to 
do with the increase in rates; is that correct? 

Mr. Brown. That is right. 
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Representative Wirth. Then why are so many cases made by the 
local operating companies that divestiture is the reason for this in- 
crease in rates? 

All one has to do is read the press and read the rate requests 
made by the Bell operating companies to the State public utility 
commissions, as we have done as in the study, to see over and over 
again that you all are referring to divestiture as one of the major 
reasons for this dramatic set of rate increases. 

Mr. Brown. Mr. Wirth, I said that divestiture does not have an 
effect. I said it last year. I have said it all during this year. 

I say it now. I believe your exchange with Mr. Staley yesterday 
said the same thing. I don't know where this data came from, but I 
maintain my position. 

Representative Wirth. I think the record will show differently. 
Again, this points out that there are other pieces to the rate-in- 
crease puzzle. I have said before and will say again, that whether 
or not we pass legislation related to access charges and the issue 
that we have been discussing today, there are significant other var- 
iables that relate to the increase in rates. Mr. McGowan talked 
about one before, the action of the State PUC's. Are they going to 
grant the total rate increase by the local operating companies, or 
are they going to be more disciplined as, for example, the State of 
Florida has been. There are a variety of other variables that go to 
the rate increases, and we should not fool ourselves to suggest that 
any actions taken today are going to be totally decisive related to 
the potential of increased rates. I guess you would all agree with 
that. 

Mr. Brown. Yes. 

Representative Wirth. It is a pleasure to have you here, gentle- 
men. 

Chairman Dingell. Mr. Brown, in 1981 you made the statement 
that over the years, telephone companies have priced their services 
to support the goal of universal local service. No longer is this 
policy tenable. More and more we must relate rates to cost, service 
by service, customer by customer. Do you still believe that setting 
telephone rates to support universal service is untenable? 

Mr. Brown. I believe it is not tenable to maintain a subsidy of 
the kind that existed when I evidently said that. 

Chairman Dingell. Mr. Brown, would you identify for us please 
those classes of bypasses who could not be identified as such? 

Mr. Brown. I am sorry, sir, I do not understand that question. 

Chairman Dingell. Well, everybody says that if we fix the access 
charges too low or too high, it will encourage particularly if fixed 
too high, bypassing. Now which users who would be encouraged to 
bypass by high access charges could not be identified? 

Mr. Brown. Well, I think that there are so many different ways 
to bypass that it is hard for me to express myself of that subject. 

Chairman Dingell. What category of those persons who would 
be prompted to bypass by fixing the access charges too high could 
not be identified by the FCC? 

Mr. Brown. I do not think it is as much a question of identif3dng 
them as much as it would be to appropriately charge them for de- 
grees of bypass. 

Chairman Dingell. So all of them could be identified? 



Digitized by 



Google 



350 

Mr. Brown. I do not know whether all could, but I imagine most 
of them could by virtue of the plant. The important thing is how 
much they bvpass, not the fact that they have an antenna or they 
do not, and that I believe is very difficult to determine. 

Chairman Dingell. Most of them who would bypass by wire, 
would be identifiable unless they had access to some kind of pri- 
vate right-of-way. Those who bypassed by wireless would be identi- 
fiable through their licensing process and reports to the FOC, 
would they not? 

Mr. Brown. I think most of them would, although most people 
can buy a CB radio without being identified. 

Chairman Dingell. We would identify those folks. CB is regulat- 
ed and could be regulated differently. 

There are some other questions that I find very troublesome. Is 
the stimulus to bypass a big price increase at a particular place in 
the communication system? 

Mr. Brown. The stimulus to bypass would be an uneconomic 
charge caused by subsidy in this situation. 

Chairman Dingell. It need not be occasioned by a subsidy situa- 
tion. All you would need would be a big cost increase at some place 
within that communication system. 

Mr. Brown. Bypass is effective when a bypasser can do it more 
cheaply than a local telephone company. 

Chairman Dingell. That is right, and where the money goes is 
not really important. What is important is that he finds he can 
more economically provide that service himself than by going 
through a conventional system. 

Mr. Brown. Right. 

Chairman Dingell. So if you fix your access charges too high, 
you would encourage bypass of the local service network, would 
you not? 

Mr. Brown. I am sorry, I missed the point. 

Chairman Dingell. The FCC's thesis and their recommendations 
and their plan for access charges is based on the fact that if access 
charges are fixed too high there will be a point at the entry of the 
interstate system where bypass by large users will be encouraged, 
is that not so? 

Mr. Brown. The entry to the local telephone company, yes, or 
the entry to the customer, yes. 

Chairman Dingell. Now, if you move that point where the 
charges are going to be so high as to encourage persons to go 
around the system, you can have bypass occur almost at any point 
after the point of entry into the local service net. Is that not so? 

Mr. Brown. The bypass is possible to be inserted at any point 
between the entry to the local company and the customer himself. 
I understand that, yes. 

Chairman Dingell. Now, you have submitted something very in- 
teresting and useful to the committee. In response to a request by 
Mr. Smith, you have indicated you would submit for the record, 
and I believe this is most helpful, the different costs to the differ- 
ent States of the FCC's plan. 

Could you submit to these committees also, if you please, the cost 
of the current system that is imposed by pre-FCC regulation and 
also the costs that would be imposed on the different parts of the 
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communication system by the bill sponsored by Mr. Packwood in 
the Senate and by Mr. Wirth and I in the House? 

Mr. Brown. Well, I certainly should be able to give you fairly 
promptly the current costs, if I understand the question correctly. I 
don't know how I can determine what the various costs would be 
on these various bills. 

Chairman Dingetx. Well, these costs were being estimated by 
Bell witnesses yesterday. If you can't, don't. If you can, it would be 
appreciated. I am of the view — and I would appreciate it if you 
would challenge me if you feel that I am wrong — that the overall 
costs between the FCC's announced plan of regulation, and the 
plan embodied in the proposal submitted by Mr. Packwood in the 
Senate, and Mr. Wirth and I in the House and our colleagues, 
would be exactly the same in the aggregate, is that correct? 

Mr. Brown. I don't know that they would. 

Chairman Dingell. Do you have any reason to feel that they 
would be different? 

Mr. Brown. I really don't understand, as we have said before, 
with the difficulty of taxing the bypassers I really don't have any 
way of understanding what would occur in the way of costs and 
who would bear them. 

Chairman Dingell. Perhaps any of your colleagues on the panel 
could give us a comment on that point. 

Mr. McGowAN. The thing I don't imderstand, among a number 
of areas, about what is in your mind, is an apparent subordination 
of efficiency, iet's take a large company in Detroit that buys hun- 
dreds and himdreds of circuits from us. Rather than have Michigan 
Bell lease its copper wire, it was much more economical to estab- 
lish a microwave link to that company's building. So we built a ter- 
minal there. We, therefore, are not using the copper wire of Michi- 
gan Bell. They said it made no sense. We knew it made no sense. 
So we put a terminal there. 

Under these bills, I see somehow or other that large corporations 
are going to have to pay Michigan Bell for something that they, 
Michigan Bell, agree doesn't make any sense for them to do. 

Chairman Dingell. You are making the same point I was 
making earlier, that is if you fix the access charges too high either 
at the point where the large user enters the interstate system or 
too high at the point where the large user enters the local S3rstem, 
the large user is going to find it in its best interest to bypass the 
system. 

Mr. McGowAN. In that case it made no sense to use local copper 
cable rather than microwave. It doesn't have anything to do with 
what you are talking about. 

Chairman Dingell. So the problem with bypass is not only the 
problem of bypassing the interstate system; it is a problem of by- 
passing the local system when you fix the entry charges too high. 

Mr. McGowAN. It has nothing to do with charges. Technological- 
ly it makes no sense. There are tens of thousands of tandem tie- 
line networks in the country today. Users of those networks can't 
physically tell whether a call they receive originated in the office 
across the hall, or originated 1,000 miles away. 
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Chairman Dingell. If the charges of Michigan Bell are low 
enough, there is no incentive to bypass the entry point to the 
Michigan Bell system. 

Please let me ask another question, gentlemen. We have heard a 
great deal about the fund that would be set forth in the legislation 
that the two committees are considering today, and it has been con- 
sistently noted that poor people in low-cost areas would be subsidiz- 
ing rich people in high-cost areas. But isn't it also true that the 
fund would require, and more likely require, long-distance custom- 
ers in low-cost areas, primarily large business users, to support 
local residential customers in high-cost areas? 

Mr. Brown. If you are asking me, would you repeat the last part 
of that? 

Chairman Dingell. Isn't it true that the high-cost fund really re- 
quires long-distance customers in low-cost areas who are prim£uily 
large business customers to support local residential service in 
high-cost areas? 

Mr. Brown. Yes, sir. 

Chairman Dingell. And that is true between States and within 
States. For example, in Michigan, we have the Detroit area, which 
is a relatively low-cost, densely packed service area, and we have 
the Upper Peninsula of Michigan which is relatively sparsely popu- 
lated. It would be true that our bill would require people in the De- 
troit area to provide some assistance to persons in the Upper Pen- 
insula as well as interstate assistance, say between Michigan and 
New Mexico, is that not so? 

Mr. Brown. I believe that is so. You are talking about statewide 
rate averaging, and that effect you are talking about does occur. 

Chairman Dingell. Can any of you provide evidence which 
would indicate to these two committees that there is any differ- 
ence, in terms of the overall movement of money, under the two 
bills as opposed to existing law? 

Mr. Brown. Well, for my part, I would have to take a look at the 
individual figures and compare the two. I cannot do so now. 

Chairman Dingell. So there is really nothing that shows that 
the flow of funds between States would be different under existing 
law from what it would be under the legislation proposed by Sena- 
tor Packwood, Mr. Wirth, and I, is that correct? 

Mr. Brown. I would have to look to determine that. I cannot say 
one way or the other. 

Chairman Dingell. But no one at this moment can make a state- 
ment to the contrary? 

Mr. McGowAN. I can. The current practice is for the telephone 
industry to meet together and decide how money is going to be div- 
vied up. There are constant negotiations going on. They call it sep- 
arations and settlements, and they negotiate continually. I read in 
the paper that they will modify something so some money is 
changed as to who gets what. 

Independents use either a national schedule, or sit down in nego- 
tiations. I know a lot of telephone companies, each of which has a 
different deal as to how it gets its money. Some get flat pa3mients; 
some get money one way, some another way; there are thousands 
of arrangements. There is no such thing as a law that has anything 
to do with it. 



Digitized by 



Google 



353 

The last time the telephone industry publicly altered this scheme 
was called the Ozark plan. But they have made thousands of 
changes since then. Not one regulatory agency has ever looked at 
any of those changes to approve it or not. And we were never part 
of that process, and so we are not bound by it. They would like to 
think we were, but we are not bound by that. We never agreed to 
give up our moneys to anybody. 

I think the fifth amendment establishes that you cannot be 
forced to give up your property. So the law is no more than the 
Ozark Plan. And that has to die, because I won't join it. They can't 
continue to operate that way. The FCC is now changing it by the 
78-72 mechanism. We agree that it makes sense to do it that way. 
So there is no such thing as a law. 

Chairman Dingell. Let's use existing practices. Instead of sa3dng 
it is done by law — I think I said it was done under law, but that is 
not impNortant. How would the requirements of the two bills that 
we consider today change the flow of moneys among States? 

Mr. McGowAN. The bills as they are written today would, I be- 
lieve, artificially try to maintain a system of funds flow, the magni- 
tude of which you are trying to guess. In addition, the bills put 
other restrictions on the industry, such as penalizing the use of 
technology to go directly to customers, and basically, they try arti- 
ficially to maintain what you envision the past to have been. 

Chairman Dingell. But in all fairness, it cannot be said that 
either of the bills would significantly change the flow of funds be- 
tween States from current practices. It can be said that perhaps it 
would change the flow of money between different categories of 
users under the FCC's plan, and perhaps a different flow of money 
between States than one would find under the FCC plan — now, is 
that not a fact? 

Mr. McGowAN. I gather what you are trying to do is to maintain 
that flow of moneys as you perceive it. 

Chairman Dingell. To put it another way, essentially what the 
bill does is essentially attempt to maintain the status quo as re- 
gards flow of money between categories of users and areas in the 
country. 

Mr. McGowAN. There is other mischief besides that. 

Chairman Dingell. But I don't think that we are greatly lacking 
in success. Would you like to comment? 

Mr. McGowan. I can't tell, because I never did study that pro- 
gram about shifting moneys around the country. You have to un- 
derstand, the way the money is flowing now — and Mr. Brophy 
should comment — it is based on negotiations that goes back and 
forth. We interconnect with a lot of independents, and I see some 
of the deals that they have. They're all over the map: Some higher, 
some lower, some do studies, some do strictly negotiations. 

Mr. Brown and Mr. Brophy would be better judges as to how that 
money flow would happen. Some of the sections of the bill — where, 
for example, you would have access charges set by the States — 
would wreak havoc in this industry. The States would want access 
charges tremendously high. Obviously, the problem is someplace 
else. Giving authority to the States is harmful to the public and to 
this industry. 
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Instead of having the Bell operating companies accelerate their 
depreciation, which they have got to do, the States would probably 
lengthen it. That would be terrible for this industry — if you ever 
gave that responsibility to the States. It is not hard to figure out 
what the States would like to do with this industry. 

Chairman Dingell. Let me explain the reason for the question. 
Yesterday, I have heard the most dire predictions about how these 
two bills would move money, for example, from Michigan or Illi- 
nois to Florida or New Mexico or Arizona or California or places 
like that, and I was concerned that perhaps the predictions were 
true. And I had the staff try to analyze the situation. 

So I ask you gentlemen, who are the best experts in this area 
who can tell me whether those dire predictions will come true. I 
discern that you are not able to tell me whether those predictions 
can be relied on. 

Mr. Brown. I think to the extent that the bills try to maintain 
the status quo, presumably the same flow would exist as currently 
exists. 

Chairman Dingell. The same flow as between the last two users 
and the same flow as between areas of the country. 

Mr. Brown. I understand that is the objective of the bill, and I 
don't know whether it is achieved or not. Assume it is for a 
moment. The principle of what we are trying to say is that the 
status quo cannot be maintained under a competitive environ- 
ment 

Chairman Dingell. Let's address the competitive environment 
which concerns you. As long as we see to it that your companies 
and all the other companies in the long-distance business are treat- 
ed equally, competition is not inhibited. If we favor any of you, 
then competition is inhibited. 

Am I correct or incorrect? 

Mr. Robinson. I would only say that if we are treated equally in 
terms of what we are getting, your contention is right. If we are 
not all getting the same things, then we won't be treated equally. 

Chairman Dingell. What I am getting at is if we treat you all 
alike, we have not impaired the competition between the long-dis- 
tance carriers; we have simply protected the local systems and the 
local users, who are a matter of great concern here. And as the 
next election comes closer, I can guarantee this will become of 
great concern to all of our colleagues in the House. 

If we don't succeed with a reasonable bill now, I suspect that by 
next year's election time, you will see a lot more interest in this. 

Mr. Brophy. Competition between the long-distance carriers and 
private systems or the competition between the local network and 
the bypasser. 

Chairman Dingell. That is exactly why we deal with the bypass 
question. We deal with the Inrpass question by imposing bypass 
charges. This is why I asked Mr. Brown to try and identify catego- 
ries of potential bypasses who would not be reached by the bill, be- 
cause if there is anybody that is going to escape I want to know 
who he is so I can craft a bill net to reach him. 

Mr. Brophy. We have honestly tried to draft language of that 
sort and it may be our own inadequacies, but to date we have been 
unable to structure something that we believe would eliminate un- 
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certainty to such a degree that the telephone industry can survive 
without being exposed to a drastic amount of litigation. 

Chairman Dingell. With some regret, I find that I have exceed- 
ed my time. Mr. Brophy, I want you to understand the doors of the 
members of these committees are open to you. 

Mr. Brophy. I understand. 

Chairman Dingell. If you have concern that somebody could not 
be reached by the bill, or concerns of any other unfairness that 
exists in this legislation, I want to know about it quickly, I want 
you to come to my door right away. 

Mr. Brophy. I tried to outline in my testimony some of the con- 
cerns that we have and the legal opinion that we have attached 
raises some of the legal issues. 

Mr. Brown. If it were feasible to identify the bypassers, I still 
see the difficulty in identifjdng how much they are bypassing and 
therefore how much they should be taxed. 

Chairman Dingell. I am going to ask you to tell me how I do 
that. I want you to give me criticism of any parts of this bill which 
you think are inadequate to catch any sinners. 

Mr. Brown. No, sir, I don't regard them as sinners. What I am 
saying is I don't see any mechanism in the bill which will charge a 
bypasser with 100,000 circuits of capacity to bypass from a bypasser 
who has 12 circuits. 

Chairman Dingell. I think you raise a very good point. Would 
you give us suggestions as to how we address that. 

Mr. Brown. We don't know how to do it. 

Chairman Packwood. Let me take a guess as to what will 
happen then. We will cast out a net, perhaps ineptly because we 
have no advice as to how to do it, and we will catch some people 
too severely and others not enough. 

But if we catch and charge Mr. McGowan more than we should, I 
don't think it will take him long to suddenly ferret out exactly how 
much he should be paying, which would be less than what we 
charge. And my hunch is if we don't charge him enough, Mr. 
Brown, you will very quickly be able to advise us why we are not 
charging him enough. And I cannot help but believe that the com- 
petitive system among all of you in that sense is going to work 
more efficiently after the fact than you think it is before. 

Mr. Brown. We have already experienced our difficulties in ex- 
plaining why Mr. McGowan isn t paying enough. 

Chairman Dingell. Gentlemen, you have been very patient with 
the Chair. The Chair observes that Mr. Gore is here. Mr. Gore, the 
Chair recognizes you. 

Representative Gore. Thank you very much, Mr. Chairman. 

I want to associate myself with vour last line of questions, and 
also with the comments just made by Chairman Packwood. I think 
that both of you are right on target, and indeed, if the ground rules 
are the same for all of these long-distance carriers, then the effect 
on the competitive environment they enter into will not be affect- 
ed. 

Mr. McGowan, when my time expired during the last round of 
questions, I was discussing the injustice that I perceive in requiring 
users of local telephones to pay 100 percent of the joint and 
common costs for equipment that you also use in your business. 
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You responded by comparing it to a sewer hookup fee, and I just 
wanted to note that if there were interstate long-distance sewers, it 
might be an analogy worth pursuing, but there are not. There are 
only local seers. How does that analogy fit? It doesn't seem to fit at 
all, to me. 

Mr. McGowAN. Can I try the gas system, where you pay a con- 
nection charge to get into the gas system. You pay for connection 
to a power system. MCI opens up a lot of locations every month. 
We go to the local power company, and they say: "All right, you 
are 4 miles from our line; here is how much we are going to charge 
you.'* 

So we then ask for bids from private contractors locally. A lot of 
times we will stay with the power company. We write them a 
check. They certainly don't average out, so we will write a check 
for $8,000. That gets us into the grid. It's analogous to what gets 
you into the telephone system. 

With electric power, a consumer is purchasing electricity. The 
consumer is not purchasing long-distence electricity or local elec- 
tricity. He is purchasing electricity. 

Mr. McGowAN. He is purchasing access to electrical service or 
he is purchasing access to telephone service. 

Representetive Gore. No, he is purchasing a fungible commodity, 
which is electricity. He is not making a choice between long dis- 
tance or local electricity. All of the electricity goes to the same pro- 
vider, from which provider the user buys it. 

In the case of the distinction between long-distance telephone 
service and local telephone service, the situation is completely dif- 
ferent. You have a monopoly provider in the local area using equip- 
ment that is also used by a variety of competitive long-distance pro- 
viders. 

What you are asking, again, is that the joint and common costs 
of that equipment which you use in the course of your business be 
allocated 100 percent to the local users, whether they use your 
service or not. They pay for you. 

Mr. McGowAN. You make that stetement, but it is not true. Con- 
gressman. We pay for the use of the local telephone plant, and we 
continue to pay and we are going to pay after 78-72 is in. We pay, 
the local phone company for the use of the local telephone plant. It 
is just that the customer is pa3dng for his access into the system, 
his 

Representetive Gore. You pay only for part of it. You pay for the 
initial part of it. You do not help to pay for, under the FCC 
scheme, the local telephone lines and poles and the local facility. 

Mr. McGowAN. We pay for the local telephone lines and poles 
that are required to provide even local telephone service. Under 
the FCC plan, some years down the road — aher 5 or 6 years — we 
won't pay for the last connection from the central office switeh out 
to the customer's location. 

Representetive Gore. You act as if that is just a negligible item. 

Mr. McGowAN. No. I am trying to explain the difference. You 
are making it sound like the entire thing was something that we 
were walkmg away from. That is not true at all. 

Representetive Gore. It is true. You are walking away from all 
of the points from the central office out to the loc€d telephone 
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Mr. McGowAN. For the connection to the grid. 

Representative Gore. That is right, but you are using those lines. 

Mr. McGowAN. No, our customers — I don't use anything, you 
have to understand. I don't do that. 

Representative Gore. You are selling the use of those lines. 

Mr. McGowAN. My customers are the ones that use our service. 

Representative Gore. If somebody in New York City wants to 
call my home town in Carthage, Tenn., and they pay you money to 
connect that all, you use the local facility in Carthage, Tenn? 

Mr. McGowAN. Yes, the customer uses it. 

Representative Gore. You are selling the use of that. 

Mr. McGowAN. Absolutely. 

Representative Gore. All right. Now, under the current scheme, 
long-distance providers pay for that. Under the scheme that we are 
moving toward, unless the Congress acts, the local customers in 
Carthage, Tenn., are going to have to pay for all of that, whereas 
they only pay for part of it now. It is a joint and common cost. It is 
a joint facility. 

Mr. McGowAN. That is right. There is a shift of about 4 percent 
of telephone revenues. 

Representative Gore. Let me shift gears just briefly, and ask 
you, Mr. Brown, about the dropoff issue, the customer dropoff 
issue, the threat to universal service. I have heard discussions of 
the dropoff levels being insignificant, but it seems to me we are 
failing to look at the issue in proper perspective. 

We have been seeing universal service growing through the 
years to its current level of about what, 92 percent? What is the 
figure you use in the country? 

Mr. Brown. It just depends on the geography again, but 93 per- 
cent, 95 percent. 

Representative Gore. Ninety-three to ninety-five percent. Well, 
there has been a major national effort to raise that level of univer- 
sal service upward. Do you think we ought to continue to try to 
raise it upward? 

Mr. McGowAN. It is certainly our objective to continue to raise it 
upward. I think we may have reached saturation here, Mr. Gore, 
but it is to our advantage to have 100 percent, if we could, that is 
correct. 

Representative Gore. Your company deserves, of course, enor- 
mous credit for pushing us to the level that we are at now. I mean, 
you hear this all the time, I am sure, but maybe it would be com- 
forting to hear it more frequently in these hearings. But we do in 
fact have the best system in the world, and your company deserves 
the credit for that, and in no way do my criticisms in any way re- 
flect a lack of recognition of that fact. 

I think what your company has done is absolutely magnificent, 
but it is a reversal now. If we are going to accept a 7- or 8- percent 
dropoff as OK, it is sort of like, you know, just using the unemploy- 
ment rate to a certain percentage and sajdng we can't ever get 
below that. I don't think that ought to be the case. 

I think we ought to have a goal of increasing imiversal service, 
and yet your own studies indicate that the dropoff is going to in- 
crease rather dramatically^ at least according to the Perl study, I 
understand that you are backing over that somewhat now, but the 
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figures indicate that if the rates go up and cross a threshold, as, for 
example, in Tennessee it has gone from $12.60 to $28 and some- 
thing, there is every indication that that 92 or 93 percent figure is 
going to drop rather sharply. 

Is that a matter of concern to you? 

Mr. Brown. It is a matter of concern. I don't believe it is going 
to happen. Mr. Perl does not believe it is going to happen, and I 
believe with the waiver of the access charge and the high-cost sub- 
sidy, it will not happen. 

Representative Gore. Mr. Chairman, thank you very much. 
Thank you. 

Chairman Dingell. The Chair thanks the gentleman. Mr. 
Bryant, who had to leave, asked me to direct this question to each 
member of the panel. It is as follows: Do you intend to support the 
Packwood-Wirth-Dingell bill in the House or in the Senate, with or 
without modification? 

Mr. McGowAN. If you would strike everything after the enacting 
clause. 

Chairman Dingell. I sort of gathered, Mr. McGowan, that you 
had some limited reservations on this bill. I am glad to hear you 
express it. 

Mr. Flanagan. 

Mr. Flanagan. Not at this time. It would depend on what ulti- 
mately evolves. 

Chairman Dingell. Mr. Brown? 

Mr. Brown. I think it is important that modifications be made. 
We would be glad to help with that. 

Chairman Dingell. We would be glad to hear your suggestions. 

Gentlemen, I mean that. Mr. Brophy. 

Mr. Brophy. Yes, we would surely agree with Mr. Brown that 
the bills in their current form would create many problems, and if 
l^islation is to be enacted, it does require modification. 

Chairman Dingell. Mr. Robinson. 

Mr. Robinson. We can support the bill with modifications, Mr. 
Chairman. 

Chairman Dingell. Thank you. 

Gentlemen, we have asked hard questions. I am sure you under- 
stand we have an issue that our constituents are concerned with 
very strongly, and as your billings progress, I think you will be 
more sensitive to their concerns, and as election time comes near I 
think our colleagues will be more sensitive. 

You have been here a long time and you have assisted the com- 
mittee very well. We thank you for your courtesy and for your very 
gracious appearance. Gentlemen, thank you all. 

The Chair announces the next panel will be a panel composed of 
the following ladies and gentlemen: Mr. James B. Booe, Mrs. Vita 
Ostrander, Mr. Sam Simon, Mr. Robert Nichols, Mr. Gene Kimmel- 
man, and Mr. Michael Woody. 

Ladies and gentlemen, if you will come forward, please, to the 
witness table and take your seats, we will proceed with the hear- 
ing. Ladies and gentlemen, the committee thanks you for your 
presence. We also thank you for your patience, which has proven 
to be substantial. The Chair will request for a start that you corn- 
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mence on your left and on my right, identifying yourselves, and 
then we will recognize you in appropriate order for your testimony. 

STATEMENTS OF JAMES B. BOOE, EXECUTIVE VICE PRESIDENT, 
COMMUNICATIONS WORKERS OF AMERICA; ROBERT NICHOLS, 
LEGISLATIVE AND REGULATORY COUNSEL, CONSUMERS 
UNION; SAM SIMON, EXECUTIVE DIRECTOR, TELECOMMUNICA- 
TIONS RESEARCH AND ACCESS CENTER (TRAC); GENE KIMMEL- 
MAN, ATTORNEY, PUBLIC CITIZEN'S CONGRESS WATCH; VITA 
OSTRANDER, VICE PRESIDENT, AMERICAN ASSOCIATION OF 
RETIRED PERSONS; AND MICHAEL WOODY, DIRECTOR OF 
TELECOMMUNICATIONS, STATE OF WASHINGTON 

Mr. Woody. Mr. Chairman, my name is Michael Woody. I am di- 
rector of telecommunications for the State of Washington. 

Chairman Dingell. Mr. Woody. 

Mr. Nichols. Mr. Chairman, my name is Robert Nichols, with 
Consumers Union. 

Mr. KiMMELMAN. Mr. Chairman, my name is Dean Kimmelman. 
I am staff attorney with Public Citizen's Congress Watch. 

Mr. Simon. My name is Sam Simon, executive director of the 
Telecommunications Research and Access Center. 

Mrs. OsTRANDER. I am Vita Ostrander, president-elect of the 
American Association of Retired Persons. 

Mr. BooE. I am James Booe, executive vice president of the Com- 
munications Workers of America. 

Chairman Dingell. I think for the assistance of our reporter, we 
will suggest that we commence with you, Mr. Woody, and move 
right across to your right as we go. Mr. Woody, we recognize you. 
We thank you. We will request that you limit your statement to 5 
minutes, and we will insert the entirety of it in the record. You 
may consider yourself recognized. 

Mr. Woody. Mr. Chairman and members of the House and 
Senate committees, I would like to express my appreciation for the 
opportunity to testify today on the issue of universal telephone 
service. My objective is to present a telecommunications manager's 
perspective on the issues at hand; this viewpoint is seen as one 
from within the State government of Washington. 

Within the State of Washington, the State government is the 
largest single consumer of telecommunications goods and services. 
The State provides, on a shared-use basis, a statewide network 
which offers long-distance services to State agencies and other po- 
litical subdivisions far below the cost these same services could be 
purchased directly from the local telephone companies. 

There are over 550 agencies, 220 locations and 100,000 users on 
the network. It includes all State agencies, and most county and 
city governments, fire districts, port authorities, Indian tribes, 
school districts, libraries, public utility districts, transit systems, 
and all community colleges and universities. The net effect of the 
State's network is that the cost of communications within all levels 
of government is reduced. The ultimate benefactor is the taxpayer. 

In its use of telecommunications goods and services, the State 
government of Washington shares the concerns and objectives with 
the private business sector. Namely, we both strive to procure and 
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operate systems that are efficient and cost effective for our users. 
Tne State is not unique in how it tries to meet the business re- 
quirements of its using agencies. 

To date, most network services operate through the local ex- 
change network and the local utility companies. There are some 
unique requirements, however, which are best provided through 
what is referred to as bypass techniques. It is the issue of bypass 
that is my concern. 

In some instances, the State is a bypasser of the local switched 
network. There are some govemmented functions where bypass is 
the normal mode of operation. The State's department of emergen- 
cy services needs a network in place that can be relied on to func- 
tion in cases of natural disasters. 

For example, when Moimt St. Helens violently erupts, the public 
is advised, through the emergency broadcast system, not to use the 
public telephone system unless it is absolutely necessarv. The 
public network was not designed to fimction in these overload or 
disaster situations. Yet this is the very time that the department of 
emergency services must function, that it must have the full avail- 
ability of a network; and this is why they must bypass the local ex- 
change. 

The State's department of natural resources uses private micro- 
wave facilities to monitor forest fires within the remote wilderness 
areas of the State; areas on mountain tops where there are no local 
exchange facilities. Likewise, the department of transportation has 
an extensive private microwave system that is used primarily for 
mobile radio dispatching of highway maintenance and repair vehi- 
cles; the department has private circuits installed for remote con- 
trol of highway we^fanstation signs and mount€dn pass signs relay- 
ing weather conditions ahead and closure information during the 
snowy wkiter months. 

The Washington State Patrol uses private mobile radio for law 
enforcement and has a rather extensive microwave network dedi- 
cated to its support. Obviously, many other lifeline-tjrpe services, 
such as 911 dispatching, that use private radio systems as well. 

All of these services would fall into the category of bypass under 
the definitions of the proposed legislation. In providing many 
public services, governmental functions bypass is an absolute re- 
quirement; in providing others, it may only be an economic alter- 
native. Our concern in the bypass issue revolves around the under- 
lying assumption that there is something intrinsically wrong with 
it. 

From a telecommunications manager's perspective, this notion is 
difficult to reconcile with my perceived essential job function. It is 
my job to make the network and systems cost effective and effi- 
cient; to take advantage of technology and competition by optimiz- 
ing where economically feasible. 

I am concerned that bypass is treated as an undesirable and 
should, therefore, be discouraged, not encouraged; that this discour- 
agement will affect competition and technological advancement, 
and ultimately the taxpayers of the State of Washington. 

Mr. Chairman and members of the committees, I am neither a 
lawyer nor an economist nor a polic3miaker on telecommunications 
matters within the State of Washington. I am a manager of a large 
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telecommunications network. As a consumer, I can appreciate that 
the matters before you are extremely complex. They involve tech- 
nical telecommunications issues and serious matters of public 
policy that have developed over the past 50 years. The issues in- 
volve a grave concern over the rapid rise of local rates and the 
threat to universal service. 

The issues are not simple and neither are the solutions. 

I would suggest for your consideration that Congress mandate a 
comprehensive investigation clarifjdng some of the gray areas that 
need further definition — one of these being the issue of bypass. 
Then, after all the issues are thoroughly examined, with input 
from all sectors of the telecommunications industry — consumers, 
providers of service and regulators alike, then proceed with legisla- 
tion that clearly addresses the major problem areas. 

Mr. Chairman and members of the committees, I would like to 
express my appreciation for the opportunity to share with you 
some of our concerns on bypass, and would be willing to pursue 
them further in the question-and-answer session to follow. Thank 
you very much. 

Chairman Dingell. Mr. Nichols, if you please. 

Mr. Nichols. Thank you, Mr. Chairman. My name is Robert 
Nichols. I am legislative and regulatory counsel for Consumers 
Union. We certainly are appreciative of the opportunity to share 
our views with you today on this most important topic. 

I begin with the observation that has already been made in 
today's hearing, and that is that the front line in the battle against 
unreasonable local rate increases is undoubtedly in the public hear- 
ing rooms of State public utility commissions. That is where con- 
sumers are going to have to fight the biggest fight. Nevertheless, 
we strongly believe Congress has an important role to play, and 
strongly support legislation to help preserve affordable telephone 
service in this country. 

In this regard let me make it clear that Consumers Union sup- 
ports the philosophy behind the bills of both Houses that are being 
considered today. The discussion which we have in our written 
comments and some of the suggestions I will make today do not go 
counter to that philosophy, but rather are suggestions on how that 
philosophy could be best implemented. 

Certainly in the limited time available today I don't have the op- 
portunity to cover all the points which I made in my written com- 
ments, but let me try to address three issues. 

First of all, what kind of permanent subsidy should we establish 
so that telephone service will remain affordable for all the people 
of the United States. 

Second, where do we get the money for establishing those subsi- 
dies. 

Third, what should we do about the FCC's access charge decision. 

Let's go back to the first question. It is our strong belief that per- 
manent subsidy mechanisms must be established for the two 
groups of people in the United States most hard hit by the threat- 
ened rate increases. That would be low-income individuals and 
those people in rural high-cost areas. It is essential that these 
mechanisms be made permanent, and that they be workable. 
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Let's deal first with the low-income subsidy. We believe that the 
Congress should mandate that the States establish lifeline pro- 
grams in their various jurisdictions, and that those lifeline services 
meet certain mandatory Federal standards. Those would include, 
for example, a simple, self-certification procedure — piggybacking on 
existing eligibility requirements where possible — to direct pro- 
grams to those in need. 

We do not favor cumbersome administrative organizations or 
programs which would make a welfare program out of this propos- 
al. However, we do think that programs focused on the needy can 
and should be adopted in all States. 

As a second Federal standard, we would argue that the lifeline 
service should not be permitted to include local measured service 
provisions. We have a number of problems with the local measured 
service plans as offered now by phone companies. The elderly in 
Florida have been very vocal in opposition to measured plans, for 
example, and we don't think that is the direction to go for lifeline. 

What about the States which have a high proportion of their 
population which might need such a lifeline program? This is 
where we feel that some part of the universal service fund could be 
used to subsidize those high costs. 

What about rural Americans? It is essential, it is absolutely es- 
sential, that as a national policy we establish subsidies which pre- 
vent high-cost areas from having local loop costs that greatly 
exceed the national average. We think that various proposals 
before the committees can achieve that goal. The important thing, 
of course, is to make sure that the amount of those subsidies don t 
overtax those that must pay for them. 

This brings me to my second issue, then. The subsidy mechanism 
has to be funded by someone. Where do we think that should come 
from? One alternative that has been mentioned in the Dingell and 
Packwood bills is to push costs on to users of long distance and on 
a bypassers fee. We think that may work, but it also has some diffi- 
culties with implementation that a number of people have talked 
about in the hearing so far. 

We would like to suggest another way of doing it, and that is 
either to adopt a tax on telephone equipment, or second, to require 
the FCC to adopt a license fee on transmission capacities. Now, 
either of these methods is another way to try to reach the problem, 
and that is to get people who benefit from the use of the local net- 
work to support it. We are suggesting that some of the difficulties 
with usage-sensitive pricing and a fee on bypassers might be elimi- 
nated if we go this other route. We have some specific suggestions 
in our written comments which might be helpful to the committees 
in this regard. 

Third, what should we do about the access charge decision? This 
order clearly should be overturned, but it also need not be com- 
pletely junked. Our position on this is that the access costs should 
be pushed from the residential user to the business user, primarily 
on the first line of the business user. 

Second, that the access charge phase-in period should be ex- 
tended to something like 15 years rather than 

Chairman Packwood. What is the first line of the business user? 
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Mr. Nichols. Some business users will have several lines coming 
into their business. Rather than trying to push costs on all those 
lines, we would put those costs on the initial business line. That is 
the line with the most inelastic demand. We think the higher fee is 
appropriate because they benefit the most from that local loop. 

By stretching out the transition period and charging business 
lines more, access fees for residential consumers could start in a 
range of something like 50 cents, and very slowly rise to a much 
lower figure than the FCC proposes. 

Now, why should we suggest that? Why don't I suggest that we 
eliminate access charges for everybody? I am concerned, and I 
think residential consumers are concerned, that we adopt a bill 
that works, and if we want to adopt a bill that works, we need to 
address the bypass concern responsibly. We think that if you have 
a modified access charge plan, funded through an equipment tax or 
a fee that the FCC places on transmission, and have a targeted but 
substantial support mechanism for those with low income and the 
rural areas, you have established the kind of package which will 
work. 

Let me close with this comment. We learned from last year that 
if the telephone industry substantially opposes a major piece of leg- 
islation it is difficult for it to pass. My suggestion is that if modifi- 
cations along the lines that I am suggesting are made in some of 
the bills that are before the committees, the telephone industry 
will be hard pressed to oppose them. That is because it will address 
their problems with usage charges it will address their problems 
with bypass, and it will address their concerns about inefficiency. If 
they then still oppose legislation, we will know where the blame 
lies; and 1 year from now or 2 years from now, when ratepayers, 
my constituents and yours, are outraged by what happens, we will 
be able to pass a far more drastic measure which they won't be 
able to stop. 

Thank you. 

Chairman Dingell. Thank you, Mr. Nichols. 

[The statement follows:] 

Statement of Robert W. Nichols, Legislative Counsel, Washington Office, 

Consumers Union 

Mr. Chairman and Members of the Senate and House Commerce Committees, 
Consumers Union ^ is very pleased to have this opportunity to address this unusual 
joint hearing on the vital topic of preserving afl^brdable telephone service in this 
country. 

We commend the members of both committees, and especially Chairmen Pack- 
wood, Dingell and Wirth, for their recognition of the importance of this issue and 
their leadership in pushing for prompt yet rigorous examination of alternative legis- 
lative responses. 

Consumers Union has been actively representing the interests of residential tele- 
phone subscribers in many government forums for many years. We have testified on 



^ Consumers Union is a nonprofit membership organization chartered in 1936 under the laws 
of the State of New York to provide information, education, and counsel about consumer goods 
and services and the management of the family income. Consumers Union's income is derived 
solely from the sale of Consumer Reports, its other publications, and films. Expenses of occasion- 
al public service efforts may be met, in part, by nonrestrictive, noncommercial grants and fees. 
In addition to reports on donsumers Union's own product testing, Consumer Reports, with ap- 
proximately 2.5 million circulation, regularly carries articles on health, product safety, market- 
glace economics, and legislative, judicial, and r^ulatory actions which anect consumer welfare, 
bnsumers Union's publications carry no advertising and receive no commercial support. 
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proposed telephone legislation in the past several Congresses. We filed comments 
before Judge Greene in the AT&T divestiture case and addr^sed two Fedend Com- 
munications Commission (FCC) en banc sessions on the implications of the Bell 
break-up for residential users. We submitted formal conmients in a variety of FCC 
rulemaking proceedings in recent years including those leading to the FCC access 
charge decision.^ In addition, we regularly meet with grassroots consumer groups 
throughout the country to share perspectives on emerging telephone issues. 

Consimiers Union is particularly pleased with the basic approach toward tele- 
phone legislation described by Chairmen Packwood, Dingell and Wirth in their 
recent press conference. This approach was that: (1) the legislative focus will be on 
the residential telephone subscriber, particularly those in rural areas and those 
with low income; and (2) the final version of legislation will assist these groups of 
subscribers in a manner that minimizes efHciency losses and is pro-competition and 
pro-innovation. Consumers Union heartily endorses these as the crucial criteria 
upon which legislation designed to benefit the nation's residential telephone users 
must be judged. 

I. THE THREAT TO AFFORDABLE TELEPHONE SERVICE 

Before discussing the elements of a legislative response to the threatened loss of 
universal phone service it is obviously essential to be clear on exactly what the 
problem is and, as far as possible, what is causing it. Both Senate and House Com- 
mittees have held extensive hearings in recent years on the revolutionary changes 
taking place in the telecommunications field. Much of the information generated in 
those hearings is pertinent to today's discussion. So are signiHcant events occurring 
since those hearings: the FCC access charge decision, further developments in the 
AT&T divestiture proceeding and the recent, dramatically higher local rate filings 
by the soon-to-be independent Bell Operating Companies. A brief description and 
analysis of the major forces threatening sharply higher rates follows: 

The AT&T Divestiture 

The entry of the AT&T consent decree began a fundamental alteration of the 
structure of the telephone industry. Although the precise impact of the breakup on 
residential phone rates is far from clear, local companies can be expected to use the 
divestiture order to buttress pleas for local rate increases. (Indeed they are £dready 
doing so in many locations.) Furthermore, some state public utility r^^ators, who 
of course have local rate setting authority, have publically states that local rates 
will rise as a result of the decree.^ 

Consumers Union believes that the divestiture itself is not a legitimate reason for 
local rate increases and, practically speaking, the breakup is now an issue before 
state public utility commissions, not Congress. 

Consumers Union supported a divestiture of AT&T along functional lines several 
years before the 1982 court settlement of the U.S. government's cases against 
AT&T. We viewed such a remedy as essential to make anticompetitive practices 
which had harmed consumers and retarded competition less likely in the future. We 
also supported House legislation in last Congress (H.R. 5158) which would have en- 
sured that the breakup was accomplished in a way that local phone companies were 
fairly treated. 

Most observers feel that national legislation altering the terms of the consent 
decree is now highly improbable. Thus, for all practical purposes, this issue is one 
solely before state commission considering rate hike justifications. Fortunately, 
Judge Greene has required several modifications in the original decree^ which 
eliminate most, if not all, legitimate groimds for claiming that local ratepayers 
must pay higher bills because of the divestiture. 

Deregulation 

A second source of upward pressure on the cost of local phone service comes from 
a series of deregulatory decisions made by the FCC. The most significant of these 



2 MTS and WATS Market Structure, CC Docket No. 78-72, Third Report and Order. 48 Fed. 
Reg. 10319 (March 11, 1983). 

^ See, e.g., Statements of Edward F. Burke, Rick J. Schneidewind, John Bryson, Joseph P. 
Cresse andEdward B. Hipp before the Subcommittee on Telecommimications, Consumer I^tec- 
tion and Finance, House Committee on Energy and Conmierce. February 2, 1982. 

* For example, transfer of the Yellow Pages to local companies and requiring AT&T ultimate- 
ly to bear any costs of network reconfiguration. 



Digitized by 



Google 



365 

permits the use of straight-line, useful life depreciation for telephone company 
equipment. In many states, this constitutes a significantly more rapid write-off of 
equipment than is currently allowed by state public utility commissions. Tliis deci- 
sion has been estimated to boost telephone revenue requirements nationwide — 
which of course must be reflected in local rates — by $1.4 billion per year.'^ 

Another FOC decision requires the expensing of telephone wiring inside buildings 
rather than inclusion of such costs in the telephone company rate base. This added 
another $1.4 billion in revenue requirements last year and should add $2 billion 
more this year.® Finally, rates may also be affected by the dere^ation of customer 
premises equipment — although this issue is still uncertain. 

All of these decisions are being phased into effect during the next few years. Each 
of these decisions is grounded in one or both of two underl3dng industry trends: (1) 
rapid technological change which is shortening the useful life of older generation 
telephone equipment; and, (2) the shift from a regulated monoply environment to 
one in which competition is increasingly permitted and relied on to "regulate" the 
market. 

Therefore, without necessarily agreeing with all the details of these FCC deci- 
sions, one must admit that their principal thrust is probably inevitable. Absent 
these types of changes the quality of telephone service might suffer and the arrival 
of a genuinely competitive marketplace — bringing greater consumer choice and 
lower prices — would be indefinitely postponed. 

These deregulation issues lie both in federal and state arenas of interest and re- 
sponsibility. And some of the bills now before the committees address the depreica- 
tion issue. However, these bills do not purport to directly determine the substance 
of depreciation policy but rather the governmental jurisdiction issue — who should 
set depreciation schedules. However, it is also true that by sending this matter to 
the state public utility commissions, most of which have been very reluctant to 
grant useful life depreciation in the past, these bills may in effect be overturning 
the substance of the FCC depreciation order. 

Inflation and Increased Profits 

Most industry analysts believe that these two factors plus the FCC depreciation 
order are the major reasons for local telephone rate increases (but not necessarily 
the m£gor justifications cited by the phone companies in their filings). Local tele- 
phone rates have risen at a pace slower than general inflation over the past few 
decades. Some companies argue that their allowed rate of return on investment 
must be increased in order to attract investors and pay for the higher cost of bor- 
rowing money today. 

Regardless of the merits of these arguments, they clesu-ly lie solely within the ju- 
risdiction and responsibility of the state public utility commissions. As such, no bill 
now before the committees addresses these factors. 

Revised Separations Procedures 

It is the almost arcane process called ''separations'' which determines how to ap- 
portion jointly used telephone plant (used by local and long distance calls)— and as- 
sociated revenues, expenses, etc. — between the two governmental jurisdictions in- 
volved: the FCC (long distance) and state utilitv commissions (local calls). 

This is the location of the so-called "subsidy flowing from long distance revenues 
to local rates. Consumers Union strongly believes that use of the word "subsidy" is 
highly misleading. Most jointly used local phone equipment has a fixed cost: it does 
not vary per call. This means the dollar cost which any one call— local or long dis- 
tance — imposes on the local network cannot be precisely determined. Thus, in the 
separations process, regulators must resort to rough, inherently arbitrary approxi- 
mations when deciding how much revenue from long distance calls should be given 
to local companies. 

This is why the current long distance separations contribution— about 26 percent 
of the cost of the non-usage-sensitive equipment of local companies — cannot be said 
to be payment beyond its true economic value, i.e., a subsidy. Since the "true" costs 
of using local company equipment cannot be determined, the long distance revenue 
contribution level can hardly be said to exceed that cost. Rather, the long distance 
contribution is a payment required by the integrated nature of our telephone 
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system and by our federal-state governmental system and is set at a level deter- 
mined by public policy, not economic costs. 

The Joint Board recently decided to freeze the current separations formula at its 
current level and after two years move to a gross assignment of 25 percent of joint 
costs to the federal jurisdiction. By this action they eliminated the use of the so- 
called "SPF" factor which in a rather arbitrary way served to give greater funds to 
some states than others. Replacing this procedure is a high cost factor which should 
direct subsidies more directly to rural areas with genuinely higher costs than aver- 
age. 

The separations issue clearly concerns both federal and state jurisdictions. The 
local rate impact of the current Joint Board decision is not clear; but the oversdl 
percentage of payments from long distance revenues is only slightly reduced. Some 
states, however, will receive less under the new high cost factor than under the ar- 
bitrary "SPF" formula currently in use. 

The separations impact on local rates really boils down to a question of how and 
what degree should rural areas receive a subsidy. Some of the bills before the com- 
mittees propose a new, much higher level of support. Other proposals are silent on 
the specific support formula which would be determined by a new Joint-Board type 
entity. There are several questions of interest in this regard for residential consum- 
ers: (1) what is the total amount of the rural subsidy; (2) is the subsidy directed at 
the genuinely high cost areas; (3) are there incentives built-in for inefficient oper- 
ation by companies receiving the subsidy; and, (4) how is the subsidy funded — i.e., 
who pays the bill. 

Access Charges 

Technically speaking, the FCC access charge decision does not effect local phone 
rates as such. However, because that order will require all telephone subscribers to 
pay a new monthly flat fee to local phone companies for long distance access, it wUl 
certainly look like a local rate increase to the average consumer. 

Prior to any changes made by the FCC on reconsideration of its order, this new 
charge — beginning at a minimum of $2.00 for residential users and $4.00 for busi- 
nesses per month— will rise over a period of five to seven years until it covers all of 
the fixed costs of the locad phone network attributed to long distance calls (by the 
separations formula). If fully implemented today, the subscriber fee would be about 
$8.00 per month, averaged nationally. 

The flat fee is not based on usage: it must be paid every month whether or not a 
long distance call is made. Long-distance^ users would continue to pay a per-minute 
charge on their calls. However, these time-based rates will presumably be lower 
than today because the Hat fee will cover the fixed costs of the long distance call.'' 
During the transition years, those fixed costs not covered by the subscriber flat fee 
will be charged to long distance phone companies. These companies, of course, can 
be expected to pass-on most, if not all, of these carrier access charges to long dis- 
tance customers through per-minute charges. 

What is the rationale for this controversial decision which the FCC admits is a 
"substantial departure" from historic means of cost recovery? All of the reasons 
behind this decision relate to how costs of a long distance call are recovered. 

Most of the cost of a long distance call, about one-half, lies in what is called the 
"local loop" — the wires connecting the subscriber's telephone set to the first switch- 
ing station of the local phone company. The cost of this local loop are fixed: they do 
not vary with usage. Whether one or a hundred-and-one calls are made, the cost of 
the local loop to the phone company is the same. 

How are these fixed local loop costs recovered today? Herein lies the problem. 
Phone companies currently employ a usage-based (i.e. by the minute) customer 
charge to pay for most of the non-usage sensitive costs of the local loop. The effect of 
this pricing system is that high volume long distance users (particularly businesses) 
pay many times more than their actual monthly local loop costs, while low volume 
users pay for only a portion of these fixed costs in their monthly bills. 

The current pricing system for the local loop worked reasonable well as long as 
large volume long distance users had no choice but to pay the local phone company. 
However, this is no longer entirely true. The advent of new, low-cost microwave and 
satellite technology has enabled some heavy users of long distance service to con- 
struct or lease their own long distance facilities thereby bypassing the local phone 
network for these calls. This is already occurring in some locations. If large users do 



^ Consumers Union supports the State of Vermont request to the FOC to order a reduction in 
interstate long distance rates following implementation of the access charge decision. 
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bypass the local network, remaining subscribers must necessarily pay higher rates 
to offset the revenue loss. Thus, widespread bypass would not only hurt local phone 
companies but also residential subscribers who have no alternative than the local 
phone company for local communications service. 

The FCC also pointed out that continuing to "overcharge'' users of long distance 
service is economically inefficient. It inflates the costs of the telecommunications 
business sector (certainly an industry of growing importcmce to our economy). This 
weakens our international trade position, causes consumers to pav higher costs for 
goods and services, and gives faulty economic signals to investors thus distorting our 
economy. 

Consumers Union opposed the FCC access charge decision on the groimds that the 
Commission over-reacted to concerns about bypass and economic inefHciency. The 
evidence developed on these issues was not sufficient to warrant a rapid shift to Hat 
rates access fees on all end users. 

However, the FCC's fears concerning b3rpass and inefficiency are not mere fic- 
tions, they are genuine threats. The residential phone subscriber has much to lose if 
both these issues are not responsibly addressed. The issue thus becomes how to 
move toward a pricing plan for long distance service that minimizes economic ineffi- 
ciency and b3rpass losses while not unduly burdening the low volume user and jeop- 
ardizing universal service. Our suggestions on how to accomplish this task in legisla- 
tion are contained in the following sections of this statement. 

The access charge issue concerns both federal and stete jurisdictions. Virtually all 
of the bills before the committees alter or repeal the FCC access charge decision. 
Most of them choose to ban permanently all flat access fees for businesses and resi- 
dences. They then choose to continue to recover the cost of the local loop solely 
through usage-based charges on long distance customers. They address the bypass 
issue by ordering bypassers to pay fees to local companies. These fees are based in 
some manner on the costs imposed by the b3rpasser's connection (direct or indirect) 
with the local network or, in the case of pure b3rpassers who do not connect at all 
with the local network, on the value of the local network serving as a '^back-up" 
system. Criminal penalties for avoiding b3rpass fees are also created. 

Sununary of the Local Rate Issue 

From the foregoing, discussion Jt is clear that most of the factors threatening to 
push local telephone rat^ higher are practically speaking not subject to Congres- 
sional action. Rather, they are matters to be dealt with by stete public utility com- 
missions. 

Rate hike requests based on inflation and a higher rate of return on investments 
are clearly subject only to stete evaluation. The divestiture itself is not a legitimate 
ground for sharply higher rates and Congress shows little interest in reopening this 
issue since the demise of H.R. 5158 and S. 898 last Congress. 

FCC deregulatory decisions, primarily regarding depreciation, are significant fac- 
tors in local rate increase proposals. However, these decisions are rooted in the need 
to update telephone equipment and prepare the marketplace for more competition — 
both of which are rather well esteblished national policies. The Dingell-Wirth bill 
does transfer jurisdiction over certain depreciation rates back to stete commissions. 
In practice this may mean companies will be granted much slower write-offs in 
some stetes. The factual basis necessary for Congress to make — in effect— such a 
substantive decision is very sparse. It is also questionable whether residential rate- 
payers would choose to pay somewhat reduced local rates for the next few years if 
the tradeoff were to lower the quality phone service and to jeopardize the future 
viability of local phone companies. 

This leaves two importcmt matters as the focus for Congressional involvement: the 
access charge decision and separations process reform. As discussed above, the sepa- 
rations matter is really an issue of subsidies to high cost rural areas and whether 
the Joint Board plan is sufficient and fair. The extent of local rate increases in 
rural areas resulting from the Joint Board plan is not clear. This makes it difficult 
to estimate how much additional subsidy, if any, is required. 

Consumers Union strongly supports legislation designed to ensure that geographic 
variations in basic telephone rates do change dramatically. It is of great value to all 
subscribers that rural costs are not so high as to drive people off the network. It is 
also sound national policy to collect reasonable subsidies to help ensure the contin- 
ued national character of our telephone network. 

To properly implement such a policv Congress should then focus on the following 
questions: (1) Is the total amount of the subsidy sufficient to achieve the goal with- 
out over burdening those who must pay for it? (2) Is the subsidy directed at those 
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rural areas which need support the most? (3) Are there sufficient incentives for sub- 
sidy recipients to remain efficient? (4) Is the subsidy collected from those best abk 
to pay in a manner that does not create excessive economic distortions? 

The FCC access charge decision is the ftnal issue which is clearly within the 
power of Congress to address. The practical effect of this decision is to raise Uie up- 
front charges which local subscribers must pay to obtain phone service. The order is 
based on a concern about local network bypass and economic inefficiencies both of 
which are products of the present method of pricing local loop costs on a usage 
basis. 

The FCC's rapid phase-in of Hat access fees is not justified by the evidence. How- 
ever, any alternate method of pricing the local loop must responsibily address the 
real issues of b3rpass and inefHciency or residential subscribers will in the long term 
be far worse off than under the FCC plan. 

In conclusion, the threat to universal phone service can be usefully described as 
both permanent and transitional. Forces pushing up local rates are a permanent 
threat to the affordability of phone service for rural consumers and low-income sub- 
scribers everywhere. Reliable subsidy mechanisms directed at these groups must be 
institutionalized on a permanent basis. 

For other residential subscribers, the local rate problem is more of a transitional 
once. Numerous forces tending to drive up local phone costs — mainly deriving fh>m 
the shift from a monopoly to more competitive industry environment — will all hit 
the consumer at once. The timing and speed of these rate impacts must be better 
managed by Congressional action. This can most easily be done by altering the FCC 
access charge decision. 

II. LEGISLATION TO PRESERVE UNIVERSAL SERVICE 

Consumers Union strongly supports legislation, like the bills now before the com- 
mittees, designed to preserve the affordability of telephone service for all Ameri- 
cans. Telecommunications is increasingly important in the daily lives of residential 
consumers. The dawning Information Age promises an abundance of new services to 
be distributed over the nation's telephone network. Only if those with low income as 
well as high, the rural as well as the urban resident can afford to stay hooked into 
that network will we avoid having what some have called a two-class society: the 
information rich and the information poor. 

Our national economy is also increasingly dependent on telecommunications-relate 
ed industries. Nearly half our gross national product now comes from this sector. 
These are growth industries which offer the potential of providing jobs and income 
for an increasingly large part of our workforce. Many of our nation's successes in 
world trade come from advances in this field. Clearly, then, the residential subscrib- 
er has many reasons to want the telecommunications industry to prosper — reasons 
beyond interest in seeking local bills stay low. 

General Principles for Legislation 

To truly benefit the residential telephone subscriber — the goal of all the bills 
before the committees— legislation must satisfy several tests. First, permcuient 
mechanisms must be created for two target groups of our population: low income 
and rural subscribers. Second, the transitional forces pushing up-from telephone 
costs higher during the next decade or so must be ameliorated for all residential 
subscribers. Third, the subsidy collecting mechanism to fund support for rur£d and 
low income consumers must be workable; that is, it must avoid taking money from 
those it is designed to help, minimize economic inefficiencies and distortions, £uid be 
administratively enforceable. Fourth, the legislation taken as a whole must respon- 
sibly address network b3rpass and inefficiency concerns and promote genuine compe- 
tition and technological innovation. 

Specific Elements of Legislation 

1. Universal Service Fund. — Congress should create a new fund designed to main- 
tain affordable telephone service for low income and rural residents. The accoimt 
for rural areas should use the basic approach of the Joint Board's plan. The formula 
for distribution of funds should be closely examined to accomplish the following: (1) 
ensure that no local company loop costs exceed a reasonable figure, perhaps 155% of 
the national average; (2) direct most fimds to those areas with the most need and 
not to states whose costs barely exceed the national average; (3) include incentives 
for efficient operations; (4) keep the total rural subsidy at a reasonable level so as 
not to overburden those who must pay to support the subsidy. 
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If the level of support is kept near the range proposed by the Joint Board, a sur- 
charge on long distance usage could be used to fund the rural account without sig- 
nificant distortions or inequities. If a larger level of support is desired or anticipat- 
ed, funding should come from a telephone equipment tax or fee as discussed below. 

For low income residents nationwide, legislation should require states to create 
low-cost lifeline service offerings which meet minimum federal standards. These 
standards should include: (1) use of a simple, self-certification procedure based on 
established national income levels (social security definitions of the poor and near 
poor or other established welfare program eligibility standards); and, (2) a prohibi- 
tion on the use of a local measured service plan for lifeline service (except perhaps a 
per call charge after use of a significant number of free calls per month). States 
with particularly high proportions of low income residents should be able to recover 
some of the costs of lifeline service from the Universal Service Fund. 

The advantages of this t3rpe of Universal Service Fund are obvious. It directs 
funds to those who most need it and institutionalizes these support mechanisms 
which are essential to preserving universal phone service in the future. 

2. Enact a Tax or Fee on Telephone Equipment — To gather money to support the 
Universal Service Fund, Congress should adopt a broad based, modest tax on tele- 
phone equipment. This approach offers important advantages over placing addition- 
al fees on long distance usage and establishing charges for b3rpassers. 

Loading costs on long distance calls and b3rpassers has several drawbacks. First, 
except maybe as a transitional approach, it creates subst£mtial economic distortions. 
It increases costs for all businesses which use telecommunications heavily which 
will then be passed-on to customers. It also may signiHcantly hinder such firms abil- 
ity to compete internationally. Second, it lessens the likelihood that rural subscrib- 
ers will receive new information age services which must necessarily use long dis- 
tance trcuismission to reach them. Third, it ''taxes" the very people who need to re- 
ceive subsidies, not fund them. Poor and rural subscribers do not make only local 
calls; they make a significant number of long distance calls which would be "over- 
priced" if significant surcharges are added to such usage. 

Fourth, a fee scheme for bypassers could create enormous administrative and en- 
forcement difficulties. There are no measurement capabilities in place to even 
roughly identify and measure b3rpass traffic. Even sophisticated PBX system— the 
source of much b3rpass — cannot determine which calls are local and which are long 
distance (and thus b3rpass calls). For so-called "hard-wired" bypass systems which do 
not connect with the local network at all, there are no devices in place to measure 
calling. Even if such devices are required, accurate self-reporting is not very likely. 

Beyond measurement problems are the definitional difficulties. Just what is 
"bypass"? Broadly construed it could include short wave radio, cellular radio, elec- 
tronic mail (ECOM), FAX services and the like. To require these valuable services to 
pay perhaps a si^ficant additional fee would certainly hamper their development, 
perhaps their existence. If bypass is more narrowly denned, then some services are 
artificially advantaged by not being charged. Necessary loop-holes in the bypass 
definitions would then attract all kinds of services which would attempt to squeeze 
through the opening. Litigation and regulatory proceedings would be endless. 

By contrast, an equipment tax or fee (imposed by the FCC) is much simpler and 
more effective. There would still be some definitional problems for the FCC but 
equipment sales or trcuisfers are more easily identifiable than b3rpassers. Moreover 
the basis for the tax or fee would be simple — a flat percentage — and not depend, for 
example, on essentially subjective evaluations of the value of the local network serv- 
ing as a back-up to bypassers. 

If a telephone equipment tax is not politically possible, however, other alterna- 
tives are available. The Congress could require the FCC to collect a fee on trcuismis- 
sion capabilities with exemptions for points in which only one provider serves. Such 
a fee would still not be based on usage. It would keep incentives for efficient use of 
long distance facilities and avoid the other disadvantages with solely usage charges. 

3. Repeal the Access Charge Decision. — We have now described how to assist the 
poor and rural residents and how best to fund that support. An additional part of 
the universal service problem remains to be solved. That is the transitional problem 
for most residential subscribers, particularly the low volume users. 

To address this problem the FCC access charge schedule should be stretched out 
for approximately fifteen years (from the original five vears). Second, more costs 
should be placed on first lines for business and removed from residential customers. 
Residential access charges could then be zero or at least a nominal $1.00 or so in the 
first year of the plan and then very gradually increase. 

This approach to access charges, combined with our other suggestions, offers 
many real advantages. It alleviates the impact of substantial access charges on resi- 
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dential subscribers already feeling other phone cost increases. It places additional 
costs on only the first business line, the one with the most inelastic demand. It also 
responsibly recognizes the long term threat of bypass and inefficiency caused by per- 
manent reliance on usage based recovery of fixed costs. 

4. Give FCC Intrastate Toll Jurisdiction. — This action would ensure that all access 
charges — interstate and intrastate — would be developed under federal guidelines to 
limit their impact on residential users. Such a merger of jurisdiction is viewed as 
inevitable by most industry participants and should be done now. 

5. Establish a Citizens Participation Mechanism. — Legislation should also contain 
provisions for meaningful public participation in FCC and Joint Board proceedings. 
Responsible restrictions on funding for groups wanting to participate were con- 
tained in an amendment by Mr. Swift last Congress on H.R. 5158. Adoption of these 
safeguards should lay to rest any concern about abuse of such a program. 

Congress should also seriously consider inclusion of a citizens utility board or 
other mechanism to better enable residential subscribers to be represented in state 
public utility commissions where the key rate decisions are made. 

III. CONCLUSION 

Consumers Union looks forward to providing any assistance possible to members 
of Congress as they refine the excellent bills before them. Residential telephone sub- 
scribers want and need workable responses to the threat to affordable service. All 
the elements of sound legislation to meet that need are contained in the various 
proposals before the committees. The suggestions we have made go not to the pur- 
pose or general thrust of these bills but to the details of implementation. Prompt 
Congressional action on these measures will be of enormous benefit to residential 
telephone users throughout the nation. 

Chairman Dingell. The Chair recognizes Mr. Kimmelman. Mr. 
Kimmelman, we recognize you under the same 5-minute rule we 
have been recognizing everybody else. 

Mr. Kimmelman. Thank you, Mr. Chairman. 

Mr. Chairman, Senator Packwood, and members of both commit- 
tees, I appreciate this opportunity to testify before you today in 
support of legislation to preserve universal telephone service. Con- 
gress Watch is supportive of the goals of both the Packwood and 
the Wirth-Dingell bills. As you will see from our written statement, 
we also are concerned about implementation problems, and I would 
like to associate my comments with those of Mr. Nichols from Con- 
sumers Union. 

I would like to also add a few other points and present the prob- 
lem from a little different angle. 

What we have here I believe is the problem of a transition from 
a monopoly to a competitive marketplace, and one of the issues at 
stake here is who bears the cost of the fixed investment of that 
public telephone network. We have seen the Federal regulators and 
a great segment of the industry would like to push a large portion 
of that cost on residential customers. We do not think that is fair. 

It is our belief that all telecommunications users, whether they 
directly or indirectly benefit from the existence of the public tele- 
phone network, should pay to maintain it. 

In this transition we have the problem of what universal service 
means. We all know in general what it used to mean. You got your 
local service from the telephone company. It was a monopoly. That 
included the phone, service, and everything else. It is a new era 
now. Universal service must be updated. It means in basic terms 
the up-front cost one has to pay to get full service, whether it is 
buying the telephone or leasing it, the wires, the phone, local serv- 
ice, and this new concept — long-distance access. 
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It is important that we protect people who will not be able to 
bear this up-front cost. The people most likely to be injured are 
both the rural and urban poor, those who live on a modest, fixed 
income, and residents of high-cost exchanges. 

Now I would like to turn to the access charge. We believe the 
FCXI! access charge was a wrong-minded decision. That decision, 
based on cost/causation theory, does not reflect what the telephone 
network really is. Telephone service is more a public good than a 
private good. 

Everyone benefits from it regardless of whether they use it, and 
we think everyone should pay for it. Therefore, we advocate alter- 
ation in that FCC access charge plan. But we must remember that 
even elimination of that access charge, $2-$8 per month down the 
road, possibly plus an intrastate access charge, will not solve the 
problem of affordable phone service for all Americans. Something 
else must be done. 

We recommend a federally mandated lifeline service, a service 
that would have very low up-front charges, and free calling over a 
reasonable spectrum. 

We do not want to see a welfare bureaucracy created, and we do 
not want to see the stigma of embarrassing means testing imposed, 
but we believe it could be possible to target that program — if the 
industry itself would come in and cooperate and show how it would 
be done, and help insulate it politically. Mention was made earlier 
of the windfall profits tax and the energy assistance program. We 
know that that money has not been insulated and is not going to 
the people who need it. If that were to be done for telephones, it 
must be politically insulated, and we would need the cooperation 
and support of the telephone industry to get that. 

For high-cost areas, it is imperative that they receive a subsidy. 
We don't believe any area should pay more than 50 percent above 
the national average for its fixed costs. We believe that that subsi- 
dy approach should be steeply tapered so that those with very high 
costs receive full compensation. 

Our concern in raising the money to pay for these various pro- 
grams is that they not create incentives to stop innovation, stop 
competition, or create incentives to leave the public network in a 
way that regulators cannot monitor. We hope that both committees 
will look carefully at the mechanism that they set up to catch 
bypass. We believe it is imperative that they do catch bypassers, 
whether or not they indirectly connect with the network, and we 
just hope that the method that is used is one that does not stifle 
innovation, but collects enough money to preserve our public tele- 
phone network. 

Now, everyone seems to acknowledge that the cost of telephone 
service is only partially attributable to things that Congress can 
control. We think it is important that there is recognition of a need 
for some method to help consumers participate in State and Feder- 
al regulatory proceedings. 

It is imperative that consumers learn about the issues involved 
in telecommunications policy and are given an opportunity to orga- 
nize themselves. We hope the Congress will help in fashioning 
some mechanism for increased consumer participation. 
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In conclusion, Mr. Chairman, I would like to point out that, as 
far as we are concerned, the bottom line for consumers is reason- 
able up-front costs, and maintenance and development of a tele- 
phone network that promotes innovation, promotes competition 
with equitable contributions from all telecommunications users. 

Thank you. 

Chairman Dingell. .Thank you very much, Mr. Kimmelman. 

[The statement follows:] 

Statement of Gene Kimmelman, Staff Attorney, Pubuc Citizen's Congress 

Watch 

Mr. Chairman, members of both Committees, my name is Gene Kimmelman, I am 
a staff attorney with Public Citizen's Congress Watch. Congress Watch is the legisla- 
tive arm of Public Citizen, the consumer research and advocacy group found^ by 
Ralph Nader in 1971. 

I appreciate this opportunity to testify in support of legislation that would pre- 
serve affordable telephone service for all Americans, and update the concept of uni- 
versal service to meet modern communication needs. Despite the growth of competi- 
tion in the telecommunications industry, the cost of basic telephone service is rising 
at an alarming rate. It is important that Congress step in to preserve universal tele- 
phone service before those hit hardest by rate increases — low/ income and rural 
Americans, plus those who live on a modest, fixed income — are forced to give up 
their phones. 

INTRODUCTION 

As strange as it sounds, increased competition and technological advancement in 
the telecommunications industry are leading to a doubling or tripling of telephone 
service charges. These extreme price hikes result from industry efforts to maximize 
profits in response to an inadequately structured federal deregulatory program. Be- 
sides the unknown future costs of the Bell System break-up, consumers face an im- 
mediate $1.4 billion annual rate hike from accelerated depreciation of phone compa- 
ny assets, and $2 billion cost this year from the expensing of inside wiring.* Both of 
these cost increases result from piecemeal. Federal Communications Commission 
(FCC) deregulatory/pricing decisions. In addition, telephone companies are increas- 
ing their installation charges dramatically and urging consumers to purchase their 
phones— up-front charges that make telephone hook-up a $100-$200 proposition, 
even without a deposit. 

On top of local rate increases and rising up-front charges, the FCC's access charge 
decision will require consumers to pay a $2 monthly interstate long distance access 
charge starting next year.^ This access charge will rise to approximately $8 per 
month after six years, and is likely to be matched by a $5 intrastate long distance 
access charge. The price of long distance access covers the cost of local phone com- 
pany facilities used to connect long distance calls. These costs, previously charged to 
the long distance carriers and passed on to consumers in the per/minute price of 
long distance calling, will now become part of each ratepayer's basic monthly serv- 
ice charge, whether or not the customer makes or receives any long distance calls. 

While Congress Watch supports increased competition in the telephone industr^^, 
we oppose a price structure that jeopardizes universal telephone service. A competi- 
tive marketplace with strong incentives for technological advancement can and 
should be fostered through public policies that preserve basic telephone services at 
affordable rates for all consumers. Although Congress cannot control local phone 
rates, it can protect residential consumers by reducing federally imposed up-front 
charges, and helping consumers monitor state and federal regulatory proceedings. 

I. legislation to preserve UNIVERSAL TELEPHONE SERVICE 

Congress Watch supports the goals of the Universal Telephone Service Preserva- 
tion Acts of 1983, S. 1660 and H.R. 3621. Both bills would update the universal serv- 
ice mandate of the Communications Act of 1934, to preserve affordable telephone 
service for all Americans in a competitive telecommunications marketplace. 



> Washington Post, February 14, 1982 at K-1, 3. 

2 See MTS and WATS Market Structure. CO Docket No. 78-72, Phase I. Third Report and 
Order, 48 Fed. Reg. 10319 (March 11, 1983), as modified under reconsideration, July 27, 1983. 
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n. REDEFINE UNIVERSAL SERVICE 

The move from monopoly to competition in the telecommimications industry has 
altered the meaning of universal telephone service. Under monopoly conditions, af- 
fordable phone service meant reasonable local rates. At that time, local service 
charges included everything necessary to make and receive phone calls: the tele- 
phone, wiring and service connection. Now, with separate pricing of each communi- 
cations product, affordability means reasonable up-front charges for the basic ele- 
ments of telephone service: the phone, wiring, local service, and long distance 
access. 

a. Access Charges 

S. 1660 and H.R. 3621 would reduce consiuners' up-front costs by eliminating the 
FCC's access charge plan. Recognizing the importcmce of up-front costs to affordable 
phone service, both bills require interexchange carriers, rather than end users, to 
pay local phone companies for the cost of connecting long distance calls. 

b. Lifeline and High-Cost Exchange Subsidy 

Both bills would also reduce up-front costs through a lifeline rate and subsidies 
for high-cost telephone exchanges. In areas with rugged terrain, sparse population, 
or a harsh climate, the cost of providing telephone service is enormous. To maintain 
affordable phone service throughout the nation, it is appropriate for all telephone 
users to help defray some of these costs. Similarly, a lifeline rate — with minimal 
service charges and a reasonable block of free calls--would preserve affordable serv- 
ice for low-income Americans. 

III. FINE-TUNING AND IMPLEMENTATION PROBLEMS 

a. Usage-Sensitive Pricing 

While S. 1660 and H.R. 3621 would reduce the up-front charges that threaten to 
destroy universal phone service, they may not distribute phone system costs in the 
best manner available. By placing the cost of access on interexchange carriers, these 
bills would inflate the per-minute charges for all public network, long distance serv- 
ice. This would give large users of long distance services— particularly businesses— 
an incentive to bypass the public network and purchase private, market-priced long 
distance service. 

b. Bjrpass 

Although both bills seek to reduce this incentive by requiring bypassers to pay a 
portion of the public network's costs, it is unclear how phone companies and state 
or federal regulators will be able to define telephone network b3rpass (it could range 
from cellular radio to teleconferencing to Federal Express mailing), and how they 
will determine who is bypassing the network. A better approach may be to assess a 
large access charge on commercial entities' first business line, as proposed by Repre- 
sentatives Markey and Luken in H.R. 3647, and a registration surcharge on the pur- 
chase or lease of private switching equipment— like private branch exchanges— 
rather than inflate long distance charges. Replacing high long distance usage 
charges with large up-front access and equipment surcharges would reduce business 
users' incentives to bypass the public network. 

c. Lifeline Rate 

Also, both bills would be improved if their lifeline rate and high-cost exchange 
subsidy were fine-tuned. To assure affordable telephone service for those with few 
resources or special needs — low-income, handicapped and elderly Americans — it is 
necessary to mandate federal standards for lifeline service. To avoid confusion and 
prevent inconvenient calling patterns, time-of-dav and distance pricing should be 
prohibited for lifeline rates, as in H.R. 3647. Lifeline must be simple and cheap, 
with a large bundle of free or low-cost calls, so the poor and those with special needs 
can afford phone service without changing their lifestyle. 

It may also be appropriate to limit lifeline eligibility to the poor, near-poor, elder- 
ly and disabled, if this can be accomplished without creating a new public bureauc- 
racy or humiliating ratepayers with complicated means-testing procedures. One pos- 
sible approach would be to limit lifeline eligibility to beneficiaries of federal or state 
entitlement programs. Social Security, unemployment insurance or other standards 
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established by the States. Also, it may be appropriate to allow States with dispropor- 
tionate numbers of lifeline-eligible subscribers to receive a lifeline contribution from 
the subsidy fimd, or have the fund subsidize one-half the cost of lifeline service in 
all exchange areas, as proposed by Senator Lautenberg in S. 1677. 

d. High-Cost Exchange Subsidy 

The high-cost exchange subsidy should be tailored to help regions with low popu- 
lation density, difficult terrain and weather that destroys telephone equipment at a 
rapid rate. To reflect the public value of nationwide phone service, it would be ap- 
propriate to distribute access charge revenue to high-cost exchanges so their fixed 
costs per access line do not exceed 150 jpercent of the national average fixed costs. A 
steeply tepered subsidy, covering all fixed costs above 175 pecent of the national 
average and a small percentage of costs below 150 percent of the national average, 
would protect high-cost exchanges without creating a large subsidy program. 

IV. EUMINATE THE FCC's ACCESS CHARGE PLAN 

a. FCC Decision 

The FCC's access charge decision was based on the need for an economically effi- 
cient telephone industry pricing scheme. Since the equipment used to access long 
distance carriers costs the same, regardless of usage, it is economically inefticient to 
pay for access on the basis of telephone usage. The FCC argued that high-volume 
business users would have an incentive to invest in alternative interstete transmis- 
sion service, bvpassing the public telephone network, if fixed access costs remain 
priced on the basis of usage. This bypass activity would dramatically reduce local 
phone company revenue, driving rates up for the remaining customers who must 
cover the phone company's costs. 

While the Commission's goal of industry efficiency is an appropriate one, its 
method of achieving it does not serve the best interest of consumers. A public tele- 
phone network, whose investments were made to serve a monopolistic market, 
cannot be restructured overnight to reflect an equiteble allocation of costs. All tele- 
phone users have benefitted from the public network's low service charges — either 
directly, through lower phone bills, or indirectly, through telephone access to 95 per- 
cent of American households — and should therefore contribute to the restructuring 
of the network. Contrary to FCC reasoning, the costs of interstete access were not 
caused by consumers, but by an industry moving from monopolistic to competitive 
conditions. Therefore, it makes no sense to shift costs to consumers who are not re- 
sponsible for telephone industry restructuring. 

The access charge decision is fundamentally Hawed in its treatment of telephone 
service as a private good. Unlike a private good, the cost of telephone service is un- 
related to its value to consumers. The value of the phone system to consumers is 
more related to how many people one can communicate with than it is to the price 
of the equipment necessary to provide service. Whether cheap or expensive, the tele- 
phone is only useful if it can provide the means to communicate with a broad seg- 
ment of the population. If the FCC's access charge decision is left intect, and cur- 
rent phone company rate requests are accepted by stete regulators, basic phone 
service will become an unaffordable luxury for many Americans. Yet those who give 
up their phones will not be the only losers; all telephone users lose an important 
resource with each decline in telephone subscription. 

Section 2 of H.R. 3621 appropriately acknowledges the public good attributes of 
telephone service. The bill would implement this economic theory through a sur- 
charge esteblished under section 225 of the Communications Act of 1934, and man- 
dated lifeline service. The surcharge would be paid by all telecommimications users, 
on an off the public network, ''to achieve equiteble treatment of all interexchange 
carriers and other persons who benefit from the services and facilities of each ex- 
change common carrier . . ." section 4.(b). Section 3 of S. 1660 would distribute fixed 
public network costs in a similar manner. 

c. Potential Value of Customer Access Charge 

Despite the public good attributes of phone service, imposition of a customer 
access charge that does not threaten universal service may be an appropriate pric- 
ing technique. So long as the total up-front cost of telephone service is aftbrdable, it 
matters little to residential consumers whether or not their service bill includes an 
access charge. If business users, who need at least one line for commercial activity, 
would pay a large access charge for their first line — part of which would be deduct- 
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ible from their federal tax liability— residential access costs would be dramatically 
reduced. With a business line access chaise of no more than $15-20 a month, and 
long distance service priced nesu* cost, businesses would have no incentive to bypass 
the public network. So, unless inflated long distance prices are matched witn en- 
forceable bypass charges, total elimination of end user access fees may not be in the 
best interest of consumers. 

V. PROMOTE COMPETITION AND TECHNOLOGICAL DEVELOPMENT 

Legislation is needed to unite affordable telephone service with increased competi- 
tion and technological advancement in the telecommunications industry. Consumers 
stand to benefit from high-quality, reasonably priced telephone services fostered by 
competition. While some of the new telephone gadgets are no more than exotic 
luxury items, new services like home shopping, home banking and computerized 
health care information will improve personal safety and save consumers time and 
money. Of course, consumers will only benefit from these services if they can afford 
the telephone that activates them. 

S. 1660 and H.R. 3621 seek to promote technological development without sacrific- 
ing affordble service. Both bills would create incentives for technological advance- 
ment and efficient investment practices. H.R. 3621 would also promote efficiency 
through cost-based pricing requirements and a ban on cross-subsidization. 

Unfortimately, neither bill details a method of uniting affordable service with 
technological growth. For example, it is unclear whether section 6.(a) of S. 1660 
would thwart the development of new bypass technologies that are cheaper than 
public network service, or whether section 4.(b) of H.R. 3621 would price new bsrpass 
techniques used by non-connecting commercial entities out of the market. So long as 
all telecommunication users make a reasonable contribution to the public network, 
there is no need to strangle innovative b3rpass technologies or restrict competition. 

Although one of its stated purposes is the continued development of competition, 
H.R. 362rs grant of asset depreciation authority to state regulators could reduce the 
likelihood of future competition in local service. Many local phone company assets, 
historically kept on the books long past their useful life, must be paid for before a 
company can afford to invest in state-of-the-art equipment. State regulators, facing 
strong local presure to keep rates low, may find it easier to stretch the period of 
asset of recovery rather than uncover inflated rate requests that should not be 
granted. If this practice becomes prevalent, local exchange viability will depend 
upon preventing competitors with modem equipment from entering the local 
market. 

VI. PUBUC PARTICIPATION 

**Let us recognize what legislation can— and cannot — do. A bill cannot stop tele- 
phone companies from requesting inflated rate hikes. But unreasonable rate in- 
creases — like the ones pending today — can otherwise be avoided." (From remarks by 
Representative Timothy Wirth, New Telecommunications Marketplace Seminar, 
Washington, D.C., June 14, 1983.) 

Whether or not Congress passes telecommimications legislation this year, consum- 
ers are likely to face sizable phone rate increases in the near future. With over $5 
billion of rate increases requested by local phone companies so far this yesu*,^ $5 
billion of intrastate access charges to be assigned, and the FCC continuing its piece- 
meed deregulation of the telephone industry, it is clear that consumers need more 
than the elimination of a $2 per month interstate access charge. Without better 
knowledge of telecommunications issues and immediate representation before state 
and federal regulators, consumers will not be able to challenge pending rate re- 
quests. 

Consumer participation in telephone rate proceedings will only decline as tele- 
commimications issues grow more complicated. With the break-up of the Bell 
System, implementation of the FCC access charge plan, and continued deregulation 
oi telephone equipment looming on the horizon, it will be impossible for consumers 
to keep up with industry developments. 

a. Clearing a Path For Meaningful Consumer Participation 

Congress can help consumers organize themselves, without spending a single tax 
dollar. A simple requirement that phone companies notify ratepayers about the ex- 



^ See Telecommunications Reports Bulletin of the National Association of Regulatory Utility 
Commissioners Center for Communications Management, Inc. compiled as of June 30, 1983. 
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istence of a self-financed telecommunications consumer advocacy organization, 
would enable ratepayers to join together and monitor regulatory activities. This 
ratepayer organization, fully funded by voluntary contributions and democratically 
organized by its supporters, would be able to develop the expertise necessary to rep- 
resent consumers before telecommunications polic3rmakers. Without a federal re- 
quirement that phone companies notify ratepayers of the possibility of forming this 
type of organization, it will be impossible for consumers to challenge phone compa- 
ny justifications for substantial rate increases. 

b. Public Participation Financing 

A narrower form of consumer representation would be enhanced if federal funds 
were available to defray the cost of public participation at FCC proceedings. Al- 
though a small number of consumer advocacy groups, including Congress Watch, oc- 
casionally participate in FCC proceedings, these groups often lack the resources to 
challenge the empirical foundation of corporate and government participants' pro- 
posals. A recent example of this was consumer groups' efforts to oppose the FCC 
access charge proposal.* If federal money were available to finance the presentation 
of consumers views "that would not otherwise be presented and which are necessary 
for a fair disposition of a proceeding" as provided for in H.R. 3647 — consumers' in- 
terests would be better represented in the regulatory arena. 

CONCLUSION 

Congress Watch supports the goals of S. 1660 and H.R. 3621. With the cost of basic 
phone service rising rapidly, it is important that Congress act immediately to pre- 
serve affordable service for all Americans. By uniting universal telephone service, 
increased competition, and technical innovation, with a mechanism for enhanced 
public participation in the policymaking process. Congress can protect consumers' 
needs in a competitive telecommunications market. 

Chairman Dingell. Mr. Simon, we are happy to recognize you 
now. We thank you for your patience. 

Mr. Simon. Chairman Dingell, Chairman Packwood, I am pleased 
to be here today to testify in support of the substance of S. 1616 
and H.R. 3621. Universal telephone service is, of course, a national 
policy set by the Communications Act of 1934, and one which has 
been to a large extent achieved today. It is now being threatened 
by the proposed skyrocketing local rates. 

The telephone is an essential utility, no different than light, 
heat, and water. In modern America it is not reasonable to expect 
people to be able to live without a telephone. At its last consumer 
assembly. Consumer Federation of America recognized that "Ready 
access to telephone service impacts upon the health and welfare of 
the consumer." 

The one single decision most detrimental to the promotion of 
U.S. telephone service is the most recent FCC access fee decision. 
That decision is serving as a model for pricing structures through- 
out the telephone system down to the State and local level. If it is 
followed down to the local level, one can expect to see in the not 
too distant future, perhaps by 1990, a flat up-front charge of $24 to 
$30 a month for what we call the right not to make a telephone 
call. 

It is appropriate in our view to have long distance telephone 
users pay a share of the nontraffic-sensitive cost of the local tele- 
phone system. The testimony we have heard this morning and yes- 
terday would make one believe that every payment from long-dis- 
tance revenues to the local operating company is in fact a subsidy. 



* See Reply Comments of Public Citizen's Congress Watch, Before the FCC, In the Matter of 
MTS and WATS Market Structure, CC Docket No. 78-72, filed September 15. 1982. 
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Of course that is not true. Long distance is purchasing from the 
local exchange a service. That service is local exchange. The ques- 
tion is how much of a payment should there be. 

A group of consultants to the Kansas Corp. Commission recently 
concluded a study in Kansas to determine how the cost should be 
distributed between local and long-distance services, focusing in 
particular on the gain received from long distance exchange facili- 
ty. It was their conclusion that on a theory of sharing the savings 
enjoyed by long distance, that in fact local ratepayers in Kansas 
are subsidizing long-distance users. 

The FCC access fee decision, of course, is being driven by the fear 
of bypass of the long-distance system. The solution represented by 
the FCC access fee decision is to simply reduce the cost of tele- 
phone service to large and heavy users. By doing so, the large users 
lose incentive to bypass. 

In the meantime the residential telephone user who has no 
option other than local phone service ends up paying more and 
more. It is unfair, I believe, to allow the local company to keep po- 
tential bypassers on the public system by taking more money from 
the residential and small business users. 

TRAC agrees, by and large, with the proposal that a system 
should be devised of assessing companies that do bypass based on 
principles involving direct or indirect access to local exchanges and 
the reliance upon the local exchange system for universal service, 
and as a backup for their own use. 

I do have to admit that one is troubled by the dire predictions 
that we heard this morning of the different telephone companies, 
and would certainly agree that bypass is perhaps the most trouble- 
some provision. 

Chairman Dingell. Mr. Simon, we thank you for your state- 
ment, the entirety of which will be inserted in the record. 

[The statenient follows:] 

STATEBfENT OF SaMUEL A. SiMON, EXECUTIVE DIRECTOR, TELECOMMUNICATIONS 

Research and Action Center 

Chairman Dingell, Packwood and Wirth, thank you for the opportunity to once 
again appear to discuss the urgent need for Federal legislation to assure the con- 
tinuation of imiversally availahle telephone service at reasonable and affordable 
rates to all Americans. 

The Telecommunications Research and Action Center (formerly the National Citi- 
zens Committee for Broadcasting) is a non-profit membership organization based in 
Washington, DC, which is devoted to promoting a diverse and democratic communi- 
cations system responsive to the public interest. 

In the last several years, TRAC has been the foremost consumer voice in the na- 
tional debate over the future of telecommunications. TRAC's involvement has taken 
many forms. We have carefully covered the debate in ACCESS, our monthly journal 
of telecommunications news and comment from a consumer perspective. TkAC has 
published the immensely successful guidebook for telephone consumers. Reverse the 
Charges: How to Save Money on Your Phone Bill, which is co-authored by myself 
and Joseph Waz. The book has been distributed to over a quarter of million Ameri- 
cans recently as a pro-bone offering by the Book-of-the-Month-Club. 

In addition to helping consumers make sense of all the changes in the rapidly de- 
veloping telecommunications marketplace, TRAC has been a strong consumer advo- 
cate on national telecommunications issues before the Federal Commimications 
Commission. And this is the fifth opportunity that we have had to appear before 
committees of Congress on behalf of the consumers' interest. 

Todav, I am pleased to appear before you to endorse the current effort to pass 
Federal legislation to help residential telephone users in the United Stetes. 
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On February of 1982, 1 testified that: 

"The measure of the value of the consent decree and the divestiture of the local 
operating companies will be how well the goal of increased competition in the var- 
ious telecommunications industries is achieved, and how consumers are benefitted. 
Short-term reasonable cost increases to consumers might well be justified by in- 
creasing competition, new and better service choices, and lower prices in the long 
term. The question is whether the settlement agreement is likely to achieve these 
goals." 

At that time, we expressed serious reservations about whether the potential bene- 
fits of divestiture would be achieved by the proposed consent decree. We identified a 
series of provisions in the proposed order which in our view were not in the best 
interest of assuring healthy and strong operating companies that would serve the 
consumer public with affordable telephone service. 

Judge Green in subsequent orders addressed each of the concerns that we identi- 
fied, and decided them in favor of the local operating company, and ultimately the 
residential telephone user. Thus, the Yellow Pages remain with the local operating 
company, local companies have access to certain patent rights developed with rate- 
payer monies, operating companies will be able to continue to offer customer prem- 
ises equipment and the local operating companies have the sole rights to the use of 
the Bell logo and name. 

Despite these pro-consumer actions, and others— such as Judge Green's decision 
that long-distance companies must shoulder the full cost burden of achieving equal 
access— there is a general perception that "divestiture" is necessarily going to cause 
local residential telephone rates to double and triple in the near future. This popu- 
larly held perception stems from the reality of the massive rate requests being filed 
in the various states by the local operating companies. And as well documented by 
the study conducted by the House Energy and Commerce Committee staff, the rea- 
sons given by the companies for the rate increase request almost always cite "dives- 
titure." 

"Divestiture" however is getting a bum rap. It is our view that "divestiture" in 
and of itself does not dictate that local telephone rates double or triple. "Divesti- 
ture," the process of splitting up the largest company in the world, is of course 
going to cost, and in a rate regulated industry, consumers are going to be asked to 
pay those costs. Someone recently made the analogy of "divestiture ' to the process 
of disassembling and reassembling a 747 while in flight. Thus, while there will be 
some lost revenues and considerable dislocation costs, which normally would result 
in some additional costs to customers, the rate increase requests being filed in the 
states today seem to have no relationship at all to those costs. 

CORPORATE SEPARATION ANXIETY 

Instead, the rate increase requests being filed in the states appear to be the result 
of what I call "corporate separation anxiety". It is either that or simple greed. 

Take as examples, the rate increase requests filed by Southwest Bell in the var- 
ious states that it serves. In filings that attribute the need for the rate increases 
almost exclusively to divestiture. Southwest Bell proceeds to include increases due 
to accelerated depreciation rates, increased rates of return and "losses of long dis- 
tance revenues." An examination of the filing made by Southwest Bell in Oldaho- 
ma, for example, would indicate that no more than one-third of the $300 million in 
increased revenues it has requested are even arguably related to the direct conse- 
quences of divestiture. 

It appeaurs that many of the operating companies are afraid that as stand alone 
corporations they will not be able to continue to generate the revenues and profits 
that they did while subsidiaries of AT&T. Consequently, they seem to be attempting 
to take action now to assure that their early performance will gain them high 
marks. Unfortunately, this is being proposed to be done on the finamcial backs of 
the residential telephone consumer. 

The proposed legislation cannot, of course, stop irresponsible or unwarranted rate 
increase requests filed by anxious operating companies. It can, however, have a 
C€dming effect on both the operating companies and the state regulators who are 
being asked to make quick decisions on those requests. (In Oklahoma, Southwest 
Bell has stated that it must have a decision on each element of its rate increase 
requests before January 1, 1984, which is clearly not the case with respect to its 
requested increased profits and depreciation rates.) Passage of Federal legislation 
will assist state regulators in understanding just what divestiture requires and what 
other federal telephone related decisions require. Moreover, passage of the proposed 
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le^lation will eliminate the one ground cited most often by the operating compa- 
nies to justify the requested rate increase — the loss of long distance revenues. 

UNIVERSAL TELEPHONE SERVICE 

Universal telephone service is, of course, a national policy set by the Communica- 
tions Act of 1934, and one which has been to a large extent achieved. It is now being 
threatened by the proposed s^3rrocketing of local rates. 

The telephone is an essential utility, no different than light, heat and water. In 
modem day America it is not reasonable to expect people to be able to live without 
a telephone. At its last Consumer Assembly, the Consumer Federation of America 
recognized "that ready access to telephone service impacts upon the health and wel- 
fare of the consumer' . Without ready access to a telephone, people are denied access 
to the elaborate and sophisticated emergency services and S3rstems developed in our 
cities over the last decade. A pay telephone in the hallway is not an adequate sub^ 
stitute for a phone in the home. Those who rely on the phone the most often are not 
mobile enough to reach a distant pay phone. Moreover, in an emergency, it t£ikes 
precious life-saving minutes to reach a pay telephone. Finally, many of the social 
service systems for the elderly and the poor are premised on the ability to reach 
these individuals by telephone on a dailv basis. 

Universal telephone service at affordable prices should continue to be the basic 
premise behind national telecommunications policy. Telephone policy and pricing, 
moreover, should be designed to promote widespread availability and use of the tele- 
phone. Too often we find regulators treating telephone regulation just like electric, 
water and natural gas regulation. There is a major difference, however. With utili- 
ties that consume scarce natural resources, national policy must be to discourage 
rapid or inefficient use of those resources to encourage their availability over the 
longest period of time. Each cubic-foot of natural gas consumed represents the use 
of an irreplaceable natural resource. Not so with the telephone. Telephone usage 
consumes only time and switching capacity — neither of which is scarce in the same 
sense as natural fuel resources. 

Society in fact benefits by the social and business intercourse made possible by 
the use of telecommunications. Pricing and regulatory policies, therefore, should not 
discourage or penalize use of this important medium. Instead, it should be con- 
cerned with the most efficient use of the system to assure the broadest availability 
and greatest exploitation of the benefits of the telephone by all Americans. 

FCC ACCESS FEE DECISION 

The single decision most detrimental to the promotion of universally available 
telephone service at reasonable and affordable rates in the past year has been the 
action by the Federal Communications Commission in its CC Docket No. 78-72, 
Phase I, MTS and WATS Market Structure. 

The access fee decision by itself, even as modified on July 27, 1983, will cause 
local telephone rates to almost double in the next six years by adding an estimated 
flat fee of $6.00 per month to each telephone bill by 1990. But the access fee decision 
is serving as a model for price structuring at the state level. And it is this complete 
reversal of pricing theory and approach at the federal, state and local levels that 
accounts for the proposed drastic increases in local telephone services — not divesti- 
ture. 

The FCC decision is premised on the concept that the end-user is the "cost 
causer" for all the non-traffic sensitive plant costs associated with bringing a tele- 
phone line to the home. Since the cost is not variable, and is incurred regardless of 
usage, and since by definition the end-user is the "causer," therefore it follows that 
the end-user must pay all the costs of that line. If this philosophy is followed down 
to the local office we can expect to see in the near future a fiat, monthly fee of 
about $24 to $27 per month, per customer for the right to have what the FCC calls 
dial-tone service, but which we call the right not to make a telephone call. Calling is 
then added on as an "option." 

The practical result of this decision is to trickle-down costs from the long distance 
user to the end user. Historically, long distance revenues have been paid to the local 
operating companies for the use of the local exchange to switch and deliver long 
distance calls. There is a widely held belief that payments by the long distcuice car- 
riers to local companies have been more than they "should" be, and consequently 
constitute a "subsidy" of local rates. The FCC access fee decision purports to bring 
an end to this situation by phasing in over time a system that ultimately collects all 
non-traffic sensitive costs directly from the end-user, with only variable costs recov- 
ered from long distance users. 
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It is appropriate in our view to have long distance users pay a share of the non- 
traffic sensitive costs of the local telephone system. If long distance companies were 
required to construct their own local distribution system to deliver their telephone 
calls to the end user, they would have to include the plant costs in their rates. In- 
stead, they are able to use the already existing local exchange system. The question 
ought to be whether the savings enjoyed as the result of joint use of local exchange 
facilities should be shared, or is it appropriate to permit the long distance users to 
call without paying a share of the non-traffic sensitive local plant. 

A group of consultants to the Kansas Corporation Commission — William Melody, 
Robert Warner, William Mihuc and Richard Gabel — recently concluded a study in 
Kansas to determine how the costs savings enjoyed as the result of joint use of a 
local plant by long distance and local callers were being distributed. They found 
that in Kansas, the vast majority of costs savings went to the long distance user. It 
was their view that an appropriate allocation of the savings would be to divide them 
equally among all the uses — local, intrastate and interstate. 

It is clear that the decision by the FCC unfairly attributes all the non-trafRc sen- 
sitive costs to the local operating company. In addition, the decision requires that at 
the end of the phase-in period, the local operating companies must collect the non- 
traffic sensitive costs equally from each telephone user — at least with respect to the 
long distance portion of the non-traffic sensitive costs. 

Again, this is an approach that was suggested to the FCC by the industry and 
which is being used as a model in state proceedings. 

If fixed coste must be collected as flat fees from end users, then there ought to be 
a system of allocation among users that reflects the cost impact on the telephone 
system of diflerent classes of users. In most localities, for example, a small percent- 
age of the telephone users — often between 4 and 10% account for most of the usage 
and revenues, between 50 and 70%. It is these users that are potential by-passers 
and whose needs are generally the greatest with respect to enhanced services. 

There can be little dispute, moreover, that it is the largest users with the greatest 
demand for advanced technologies that determine the character, design and equip- 
ment necessary for the local operating companies. The rapid depreciation, for exam- 
ple, of existing equipment and the rapid introduction of sophisticated electronic 
switching equipment, are attributable to the efforts of the local operating companies 
to meet the increasing demand by large users for state-of-the-art technology. At a 
recent conference, for example, the president of the United States Independent Tele- 
phone Association (USITA) explained the need for independent telephone companies 
to replace existing equipment with electronic switching. He said there were three 
reasons: First, the need to offer enhanced services to customers. Second, the need to 
measure long distance calling by carrier to assess the carrier's access fee. Third, to 
offer local measured service. 

TRAC believes that pricing policies should reflect the reality of cost causation, 
and that those users whose uses demand the most sophisticated equipment and 
S3rstem should pay the most. Those whose uses do not — primarily residential and 
small business, one and two line customers — should not be required to pay for a 
level of service or for equipment they neither want, need, nor use. 

The FCC approach, however, would have the toted non-traffic sensitive costs of the 
local exchange divided equally among all telephone users, each paying a share of 
those costs. Such a S3rstem in our view results in residential and small business user 
subsidizing the large business and enhanced service user. 

BYPASS 

The FCC access fee decision with its trickle down theory of cost causation is a 
derivative of the fear of by-pass of the long distance S3rstem by the largest of the 
telephone users. The concern is that if the cost to a large user for the use of the 
public telephone system is greater than the cost to build a private system, then the 
large user will build a private system. If a by-passer builds a private system, then 
the total revenues that had been paid to the local company will be lost to the public 
system. Then the rates of all other users must then go up — generating even greater 
incentive to by-pass. 

The solution represented by the FCC access fee decision is to simply reduce the 
cost of the large user. By doing so, the large user loses the incentive to by-pass. In 
the meantime, however, the residential telephone user who has no choice for local 
phone service ends up paying more and more for the use of the S3rstem. 

By-pass is the most difficult problem facing the industry and the telephone con- 
sumer. In a sense, by-pass today merely portends the environment ten vears from 
now when competition will exist for local telephone calling. When technology no 
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longer dictates monopoly regulation of telephone communications, when cellular 
mobile radio, cable and fiber optics make possible several local telephone compa- 
nies — who is going to pay for the embedded costs of the existing monopoly? 

At first glance, it is hard to discern the public merit of by-pass. It is essentially an 
act of cost containment by an individual corporation for the benefit of either its cus- 
tomers or its shareholders. Is the benefit reaped by those who profit from by-pass 
worth the cost of by-pass to the public system? My personal first reaction was prob- 
ably not. Upon reflection, however, I have been convinced that the potential of by- 
pass provides an incentive for technological innovation and competition. The tele- 
phone company is going' to try to provide services to potential by-passers at costs 
below what it would take the by-passers to do themselves. 

It is unfair, however, to allow the local company to keep by-passers on the system 
by collecting more money from the residential and small business users. Further, it 
is clear that many by-passers are really not by-passers, they are cheaters, that is, 
they still leak into the local switched network sSter "by-passing." 

IIIAC agrees that there should be a system of assessing companies that by-pass 
based on principles involving their direct and indirect access to the local exchange, 
and on their reliance upon the local exchange system for universal service and as a 
back-up system for their own use. We do not, however, have a final proposal to ac- 
complish this goal. And we do share a concern that any assessment of by-passers be 
done carefully and in a way to minimize negative impacts on competition and inno- 
vation. 

UFE UNE SERVICE 

TRAC supports the provisions of the legislation which require states to implement 
a lifeline service. As indicated previously, telephone service is a necessity of life in 
modern urban America. 

We note that today many companies have the equivalent of lifeline type services. 
In Washington, DC, for example, there is available "Economy Service" that costs 
about $2.00 a month, plus $.05 a call. Economy Service is available today in the Dis- 
trict of Columbia to all telephone users, yet only a very small percentage of consum- 
ers use this option. In part, the reason is that the local operating company does not 
promote its availability. In general, however, we suspect the reason is that most 
consumers prefer flat rate unlimited calling service, and such a service is currently 
priced within the reach of most DC residents. 

While we strongly support a lifeline service, we are equally opposed to a lifeline 
service that is available only to people who meet some form of "means test." We are 
concerned that the language in both bills referring to "low income" people might 
suggest that the lifeline service will be limited only to those who submit proof that 
they meet a means test. 

Our opposition to the means test stems from the arbitrary nature of federal wel- 
fare standards and the likelihood that any such test will miss many people who de- 
serve and need lifeline but who either are not on welfare or who find disclosure of 
their welfare status as an invasion of privacy. We don't want the telephone compa- 
ny to have a list of people who by nature of the service they have are classified as 
"welfare" people. 

The most equitable lifelin^ system in our view is one that is based on rate struc- 
ture. Lifeline is the concept of providing minimum calling for a very, very minimum 
price to people unable to pay for regular service. These may be the peor, the elderly 
or those simply temporarily in financial difficulty. A rate structure that makes use 
of a lifeline rate after a set number of calls would accomplish this goal. Such a 
system works, however, only if basic telephone rates are affordable. If local rates 
double and triple relative to other cost items, then it would be more difficult to 
adopt the rate design solution to lifeline. But with enactment of the proposed legis- 
lation, it is unlikely that basic phone rates will increase to the point when only 
middle-class Americans can afford unsubsidized basic service. 

CONSUMER REPRESENTATION 

One item of importance to consumers that is missing from both the proposed bills 
is a provision for effective consumer involvement in telephone policy. Two sugges- 
tions have been made for amendments to the bills in this regard. The first is a pro- 
vision for reimbursement of public participation in federal and state proceedings. 
Second is a provision authorizing the creation of a national telecommunications con- 
sumer board. TRAC strongly supports adding a provision for both items. 
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Public Participation 

Public participation funding provides for the payment of the cost of participation 
to representatives of groups traditionally under represented in common carrier pro- 
ceedings. As someone who has for the past five years worked for consumers on tele- 
phone matters, I can personally attest to the absence of effective consumer input 
into the critical proceedings affecting telephone rates. There have been no more 
than two or three consumer organizations that have been involved in any of the fed- 
eral proceedings, and their work has largely consisted of providing testimony or 
written comments — not the extensive factual and legal analysis and studies neces* 
sanr to back up their positions. 

The history of public participation funding by other agencies such as the Federal 
Trade Commission has shown that its use has been beneficial to agency decision- 
making and the public interest. Funding of public intervention does not supplant 
the need for other means of consumer organization and advocacy. Indeed, the expe- 
rience in Wisconsin has shown that even larger consumer groups often need tiie 
help of public participation funding to be effective in a specific rate proceeding. 

National Telecommunications Consumer Board 

When the House was considering H.R. 5158 last year, Congressmen Markey and 
Mottl offered an amendment to create a National Consumers Board. That amend- 
ment was based on H.R. 5421, the National Telecommunications Consumers Board 
Acty. Extensive testimony on the NTCB idea was submitted at hearings on Febru- 
ary 24, 1982, and is included on pages 580 through 630 of the hearings on H.R. 5158. 
I ask that the testimony on those pages be incorporated into the current record. 

The proposal is for Oongress to authorize the creation of a non-for-profit board to 
represent residential telephone consumers. The model for such an oi^anization 
exists in Wisconsin and is known as the Citizens Utility Board or CUB. Just recent- 
ly, the stete of Illinois authorized the creation of a stete CUB. 

The Wisconsin and Illinois CUBs were created by stete legislation through the en- 
actment of authorizing legislation. Stete or geographic CUBs represent residential 
consumers on electric, telephone, gas and water issues within the stete before stete 
regulatory and legislative agencies. What we propose is that Congress create an or- 
ganization based on the same concept, except that it is subject matter oriented— 
telecommunications— and would operate nationally. 

The legislation submitted last year, and which is equally appropriate this year, 
proposes that telephone companies— both ''exchange" Qocal) and interexchange'' 
(toll) carriers periodically include with their customer billings invitetions to join the 
Board. These invitetions will inform consumers about the organization and give 
them the opportunity to become members by payment of a nominal annual member- 
ship fee. 

Members elect the NTCB Board of Directors who govern the activities of the 
Board on behalf of consumers. The proposal calls for directors to be elected from 
different reg[ions of the country. Once elected, the directors must represent the tele- 
communications interest of their district and of the citizens of the United Stetes. 

Once esteblished, the Board will be responsible for participating on the stete and 
federal level in proceedings of importance to residential telephone consumers. In 
stetes which have stete CUBs, the NTCB can act in a supportive role, providing the 
stete CUBs with added expertise in the field of telecommunications. In stetes where 
there is no CUB, the NTCB might choose to intervene periodically or to assist other 
consumer groups to intervene in important cases. 

On the federal level, the NTCB would be a constcmt participant in the various 
proceedings important to residential telephone rates. As a watehdog of the new car- 
rier's association, the Central Service Oi]ganization and the seven regional operating 
companies— as a participant in the ongoing FCC proceedings involving long distance 
rates — as an intervenor on behalf of consumers in importcmt federal litigation — ^as a 
resource for information for those policy makers wanting a consumer viewpoint on 
important issues, the NTCB would be available to effectively represent consumer in- 
terests whenever the need would arrive. 

We strongly urge Congress to add as an amendment to the pendinglegislation the 
substcmce of the propo^ contained in H.R. 5421 last year. A NTCB, if in place 
today, would be available to assist the consumer throughout the United Stetes to 
respond effectivelv to the gigantic rate increases currently being proposed at the 
stete level. It is clear that many, if not most of the proposed rate increase requeste 
are outrageous attempte by the operating companies to take advantage of the at- 
mosphere of crisis generated by the divestiture. There is an uigent need for an ef- 
fective consumer voice throughout the country today to help explain to consumers 
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what their rights and obligations are and to represent their interests at the state 
and federal level. Congress could do no more for the residential consumer than 
authorizing a National Telecommunication Consumer Board and ordering its imple- 
mentation as expeditiously as possible. 

Telecommunications Representation Trust Fund 

The cost of consumer participation and establishing NTCB is not great. The NTCB 
will become totally self-sufficient once it is set up, funded from consumer support 
and its activities. Public participation funding will need to be authorized each year 
at levels adequate to assure effective participation. Nevertheless, it would be appro- 
priate for Congress to establish a National Telecommunications Representation 
Trust Fund to assure the availability of funds for the purpose of establishing NTCB 
and funding it and other intervenors in federal and state proceedings. 

There is available to Congress and the ratepayer a sum of money to estalish such 
a fund; it is the $100 million in revenues t£iken in by AT&T in 1978 that exceeded 
the company's allowable rate of return on investment. In CC Docket No. 79-187, the 
FCC asked for comments on means of returning the money to the benefit of consum- 
ers, including the possibility of making the money available to fund public participa- 
tion in telecommunications proceedings. 

TRAC supports action by Congress to legislate in this area. Establishing a Trust 
Fund consisting of the $100 million in consumer overcharges and administered by 
consumer trustees, perhaps through the NYCB, would assure the continued effective 
representation of consumers in state and federal proceedings on telecommunica- 
tions. 

CONCLUSION 

In summary. Chairmen, TRAC strongly supports the passage of legislation to 
assure universal telephone service affordable for all consumers. We believe the pro- 
posals contcdned in the two bills are reasonable approaches to solving the problem. 
Reversal in whole or part of the FCC access fee proceeding, a more appropriate allo- 
cation of non-traffic sensitive costs to long distance or large business users, recovery 
from by-passers of appropriate user fees, establishement of lifeline service and au- 
thorization of consumer representation and a NTCB in a single bill would represent 
a dramatic victory for the residential telephone consumer. 

Thank you. 

Chairman Dingell. We now recognize Mrs. Ostrander. 

Mrs. Ostrander. I am Vita Ostrander, president-elect of the 
American Association of Retired Persons. Our membership in our 
organization is over 14 million older Americans. I am glad to have 
the opportunity to present the views of ARP on the two bills, the 
Universal Telephone Service Act of 1983. 

From the outset, I would like to applaud the activities of the two 
committees in holding these two days of very worthwhile hearings 
in an effort to devise a workable solution to the dilemma currently 
faced by telephone consumers. 

We are all aware of the fact that the telephone is a basic tool of 
modern communication. Ready access to a telephone is important 
for all consumers, but it is particularly important for older consum- 
ers who as a group are far more dependent upon the telephone 
than any other segment of our society. 

As a result, for older Americans, the telephone takes on in- 
creased importance. The importance cannot be underestimated. 

The elderly rely upon the telephone as an indispensable tool in 
relating to and maintaining contact with the world in virtually 
every facet of daily endeavor. 

Under the provision of the two bills, the responsibility for provid- 
ing minimum local service at discounted rates for low-income resi- 
dential customers rests with the State public utility commissions. 
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Conceivably, we are then left with 51 different interpretations of 
minimum discounted service and low-income consumers, interpre- 
tations which may end up based in part on the resources of the 
local telephone company. Universality may be a national objective 
hooked up to widely var3dng localities. 

For that reason, we urge the Congress to provide some guidelines 
to the States in defining what constitutes minimum phone service. 

A variety of lifeline or economy service plans already exist, but 
which ones truly provide universal service at affordable costs to 
low-income consumers? We don't really know. 

AARP would welcome the opportunity to work with you and 
Congress in including more specific language in this legislation to 
define lifeline service. 

We are also very concerned that lifeline service may be defined 
in terms of the resources of the phone company to provide it rather 
than the access needs of low-income subscribers. 

Just as universal service fund moneys collected at the Federal 
level would be distributed as subsidies to local phone companies in- 
curring above-average costs, it seems to us that some amount of 
federalism should be used to insure that all low-income consumers 
receive lifeline service regardless of where they live. 

The lifeline service provision of the two bills, if adequately de- 
fined and financed, will help assure consumers access to the tele- 
phone system. We support this concept, but hasten to add that our 
support of lifeline service for all consumers should not be miscon- 
strued as support for local measured service plans which often- 
times severely curtail phone use by consumers or price its use 
beyond reach. 

Members of AARP, along with other consumers, have found 
themselves at a disadvantage in evaluating the rash of rate re- 
quests by operating companies, including the proposals to establish 
local measured service. We realize that these are matters outside 
the purview of this legislation and these committees, but we think 
the committees could oversee the collection and organization of 
necessary data better than it can be done at the individual State 
level. 

The following are kind of information or guidance that are neces- 
sary. 

One, we would like to see a compilation on a State-by-State basis 
that indicates the present existence, the extent and variety of life- 
line or minimum basic telephone service systems in the United 
States. 

Two, we would also ask the two committees involved in these 
hearings to request that the Congressional Research Service or 
some other appropriate governmental organization look at the var- 
ious telephone rate structures in use across the country in order to 
devise a model rate structure that could be used in the individual 
States. 

This would be a tremendous help to consumers in all the States 
as they deal with their respective public utility commissions con- 
cerning possible changes in telephone rate structures. Such a studv 
would have to be undertaken as soon as possible, since such 
changes are currently under consideration in many States. 

Thank you. 
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Chairman Dingell. Thank you, Mrs. Ostrander. The committee 
thanks you for very helpful testimony. 
[The statement follows:] 

Statement of Vita Ostrander, President Elect, American Association of 

Retired Persons 

introduction 

Grood morning: I am Vita Ostrander, President-elect of the American Association 
of Retired Persons — a membership organization of over 14 million older Americans. 
I am glad to have the opportunity to present the views of AARP on H.R. 3621 /S. 
1660, the Universal Telephone Service Act of 1983. From the outset, I would like to 
. applaud the activities of the House Energy and Commerce Committee and the 
Senate Commerce, Science, and Transportation Committee in holding these two 
days of very worthwhile hearings in an effort to devise a workable solution to the 
dilemma currently faced by telephone consumers. 

importance of the telephone to ELDERLY CONSUMERS 

We are all well aware of the fact that the telephone is a basic tool of modem 
communication. Ready access to a telephone is important for all consumers, but it is 
particularly important for older consumers who, as a group, are far more dependent 
upon the telephone than any other segment of our society. As a result, for older 
Americans, the telephone takes on increased importance. 

This importance cannot be underestimated. The elderly rely upon the telephone 
as an indispensible tool in relating to and maintaining contact with the world in 
virtually every facet of daily endeavor. 

We rely upon it to summon help in an emergency — to call the fire department to 
report a fire, to notify the police when danger threatens, to request an ambulance. 
We rely upon it when seeking advice from the doctor, dentist, nurse, hospital, 
health clinic, and pharmacy. We use it as a means of seeking consolation from the 
pastor or member of the clergy in times of grief or mental anguish. We rely upon it 
as a constant companion, providing us with a convenient connection with family 
and friends. The telephone affords us the opportunity to stay involved and active 
even when the weather outside is bad. It allows us to "go out for the evening" even 
though in actuality we chose to stay at home during the evening as the result of the 
threat of crime. For many elderly the telephone represents the only social contact 
with the outside community. It can also be used as a shopping tool — to order grocer- 
ies, to buy new clothes, to call the plumber. 

For the elderly who are of limited mobility or are required by illness to stay at 
home, the telephone t£ike8 on even greater importance. It, in essence, becomes the 
arms and legs for the immobilized elderlv. 

For the elderly at the lowest ends of the poverty spectrum, the telephone is often- 
times utilized as the most economical means of communicating. 

ELDERLY ECONOMIC SITUATION 

According to the 1980 census, the elderly population — those 65 years of age and 
older — grew by 5 million persons in the 10 years since the last census. The elderly 
now constitute one out of every nine persons. If all persons 55 years of age and older 
are included, the ratio of the older group to the total population raises to one out of 
every five persons. Many of those in the 55 ot 65 age group are preparing for retire- 
ment, working part-time or retired. 

Evidence of deterioration in the elderly's income is apparent. The elderly's pover- 
ty rate, under the influence of continuing inflation, rose from a low of 14 percent at 
the end of 1978 to 15.3 percent as of the end of 1981. Additonally, rates of near- 
poverty (defined as income within 125 percent of the poverty threshold) among the 
elderly rose from 23.4 percent to 25.2 percent over the same period. Since so many 
of the elderly (over 10 percent) are concentrated just above the poverty threshold, a 
drop in income of less than $20-25 a week would cause the elderly poverty rate to 
escalate to over 25 percent. 

Other statistics demonstrate how economically vulnerable the elderly are relative 
to the rest of the population. In 1981 the median income of elderly headed house- 
holds was only $9,905 — less than half the median income level of non-elderly house- 
holds. In addition, while 50.5 percent of elderly headed households had incomes 
below $10,000, only 18.9 percent of non-elderly headed households were in this 
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income category. Even adding to the elderl/s income the value of in-kind benefits 
they receive cannot change the fact that the elderly, as a group, subsist on relative- 
ly low and, in many cases, extremely inadequate incomes. 

As to the future, studies done bv Data R^urces, Inc. (DRI) project that the elder- 
ly's share of income relative to that of the non-elderly will declme throughout the 
remainder of the decade of the 1980's erasing much of the earlier progress. More- 
over, if a continuation of current economic trends prompts further cutbacks in gov- 
ernment income support programs, the elderly could soon find themselves in an eco- 
nomic situation worse than that which prevailed twenty years ago when over one- 
third of them lived below the official poverty line. 

AARP'S OPPOSITON TO PRECIPITOUS INCREASES IN RATE SERVICE 

AARP's opposition to precipitous increases in rate service should be viewed 
against the following backdrop. At present, we are beginning to classify the elderly 
as the young elderly (60 to T5) and the firail elderly (75 to 85 years of age). This 
latter group is the fastest growing segment of the elderly population due to longev- 
ity. It is this group that has the least flexibility with income and the group that 
would be the most adversely impacted by the proposed rate service increases. 

AARP is very much concerned about the rate increases for local service being ap- 
plied for by the local operating companies, primarily because these proposed rates 
are so large — doubling local rates at the least and quadrupling them in some rural 
areas. The chairman of the Michigan Public Service (Commission recently estimated 
that for every 100 percent increase in phone rates, 10 percent of the people would 
actually drop phone service completely. For many of the nation's elderly with in- 
comes below or near the poverty threshold, these increases might will mean wide- 
spread drop-off— the giving up of phone service. Such people would simply no longer 
be able to afford phone service at all. 

Such deprivation would of course have its ill side effects: greater isolation of low- 
income elderly from families, friends from social services, and from their businesses, 
churches, clubs and others making up their social network. It is conceivable that 
the end result of such widespread drop-off might well result in the institutioncdiza- 
tion of persons having to discontinue their phone service. Should this occur, taxpay- 
ers would be adversely affected. 

The local operating companies are arguing that such increases in the rates cure an 
inevitable product of AT&T's divestiture. It is AARP's position, that the local oper- 
ating companies should provide for greater justification for these increases than 
they have so far provided. 

OBSERVATIONS ON UNIVERSAUTY AS PROVIDED FOR IN H.R. 3621 AND S. 1660 

The proposed Universal Telephone Service Act of 1983 has the laudable intent of 
preserving the universality of our national telephone system in both geographical 
coverage and individual access. Unfortunately, it provides for the financial means to 
achieve universality only for areas whose local telephone systems incur costs more 
than 15 percent above the national average. The h&h costs of service to rural and 
remote areas would be offset by subsidies from the IJniversal Service Fund, thereby 
reducing the rates which local companies in those areas would have to charge to 
generate needed operating revenue. All consumers, including low-income elderly, 
would benefit from this provision. 

But what of the needs of the vast majority of low-income persons who reside not 
in high-cost rural areas, but rather in low-cost urban centers? Or those families 
below the poverty threshold who live in rural areas which do not quite quidi^ for 
the Fund subsidy? How is universality — defined as individual access to the national 
phone network — to be preserved for them? 

Under the provisions of HR. 3621 and S. 1660, the responsibility for providing 
minimum local telephone service at discounted rates for low-income residential cus- 
tomers rests with the state public utility commissions. (Conceivably, we are then left 
with 51 different interpretations of minimum, discounted service and low-income 
consumers — interpretations which may end up based in part on the resources of the 
Icoal telephone company. Universality may be a national objective hooked up to 
widely varying locales. 

For that reason, we urge the Congress to provide some quidelines to the states in 
defining what constitutes minimum phone service. A variety of lifeline or economy 
•ervice plans already exist, but which ones truly provide universal service at afford- 
able costs to low-income consumers? AARP would welcome the opportunity to work 
with you and the (Congress in including more specific language in this legislation to 
define "lifeline" service. 
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We are also very concerned that lifeline service may be defined in terms of the 
resources of the phone company to provide it, rather than on the access needs of 
low-income subscribers. Just as Universal Service Fund monies collected at the fed- 
eral level would be distributed as subsidies to local phone companies incurring 
above-average costs, it seems to us that some amount of federal-level funds should 
be used to insure that all low.income consumers receive ''lifeline" service, regardless 
of where they live. The funds needed to guarantee universality in this way need not 
come exclusively from user charges, but could perhaps be drawn from the proceeds 
of federal excise taxes on phone service and channelled to the states. 

The lifeline-service provisions of H.R. 3621 /S. 1660— if adequately defined and fi- 
nanced — will help assure consumers' access to the telephone system. We support 
this concept but hasten to add that our support of lifeline-service for all consumers 
should not be misconstrued as support for local-measured-service plans which often- 
times severely curtail phone use by consumers or price its use beyond reach. 

AARP'S SUPPORT OF H.R. 361 l/S. 1660 ON ACCESS CHARGE ISSUE 

We are very concerned about the approach taken by the Federal Communications 
Commission (FCC) on July 27, 1983, when it approved the imposition of access 
charges which will be borne by consumers. We are thankful that the FCC modified 
its decision and did not approve a more drastic version of the proposed access 
charges that would have adversely impacted even more heavily upon consumers. 
However, the plan approved by the FCC is still an inappropriate response to the 
funding dilemma currently faced bv the local operating companies. In the first 
place, the imposition of an access charge incurs a financial burden upon all tele- 
phone users before the phone is ever picked up. Therefore, it is conceivable that a 
consumer who never uses the long distance feature would be forced into paying for 
access to a system that he/she will never use. 

The FCC obviously recognizes the fact that the imposition of an access charge will 
adversely affect many telephone users. This is the obvious reason why, on Wednes- 
day of this week, the FCC made the decision to gradually phase-in its recommended 
access charges. This phase-in requires telephone consumers to pay an additional 
$2.00 a month, on top of their local phone bill, beginning in January of 1984, with 
the access charge rising to $3.00 in 1985 and $4.00 in 1986. It has been estimated by 
some that after 1986 the access charge could reach more than $7.00 a month. While 
this may not seem like a great deal of money to some, it does represent a sizeable 
sum to low income, elderly consumers at the lower end of the poverty spectrum. For 
these individuals, the imposition of an access charge might well force them into dis- 
continuing phone service altogether. 

Rather than arbitrarily imposing access charges as the FCC proposes, AARP feels 
that the preferable course of action is that proposed by H.R. 3621 /S. 1660 which re- 
verses the FCC's decision on imposing access charges, thus prohibiting the imposi- 
tion of these additional charges upon all consumers. 

COMPOSITION OF PROPOSED UNIVERSAL SERVICE FUND BOARD 

The House and Senate versions of this legislation differ somewhat in the proposed 
membership of the Universal Service Fund Board. The Senate bill specifies that the 
Board will be made up of 5 FCC commissioners and 4 State Commissioners, while 
the House bill proposes 4 State commissioners and 3 FCC commissioners with Board 
decisions subject to final approval by the FCC. 

We recognize and support the critical role to be played by both the FCC and the 
state regulatory commissions in the impelementation of this legisltiaon. However, 
we believe strongly that the State commissioners should comprise the Bocu^ mcgor- 
ity, riven their responsibilities in insuring universal coverage to consumers, and 
that Board decisions should not be subject to FCC approval. 

NEED FOR DATA TO EVALUATE RATE PROPOSALS 

Members of AARP, along with other consumers, have found themselves at a dis- 
advantage in evaluating the rash of rate requests by operating companies, including 
the proposals to establish local measured service, we realize that these are matters 
outside the purview of this legislation and these committees, but we think the com- 
mittees could oversee the collection and organization of necessary data better than 
it can be done at the individual state level. 
Tlie following kinds of information or guidance are necessary: 
1. As mentioned earlier, we feel there is a need for the Congress to provide to the 
states a definition of what actually constitutes lifeline service. Such a definition is 
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essential in order to avert wide disparity in the inevitable varying of lifeline service 
from state to state; 

2. We would like to see a compilation on a state-by-state basis that indicates the 
present existence, the extent and variety of lifeline or minimum basic telephone 
service systems in the United States; 

3. We would also ask the two committees involved in these hearings to request 
that the Congressional Resoarch Service, or some other appropriate governmental 
organization, to look at the various telephone rate structures in use across the coun- 
try in order to devise a model-rate structure that could then be used in the individu- 
al states. This would be a tremendous help to consumers in all of the state as they 
deal with their respective public utilities commissions concerning possible changes 
in telephone rate structures. Such a study would have to be undertaken as soon as 
possible since such changes are currently under consideration in many states. 

Chairman Dingell. Mr. Booe. 

Mr. Booe. Thank you, Mr. Chairman, Senator Packwood, and 
other survivors from this morning's session. 

We in CWA are very encouraged that both Houses of Congress 
are acting to preserve imiversal telephone service. To us, the FCC's 
access charge mechanism, as adopted in December, runs coimter to 
the basic concept of universal service. 

We believe that the end user access charge is inappropriate, it is 
unfair to the small user, and it will be ineffective in preventing 
bypass of the local network, and we note that even though the FCC 
did make some changes on Wednesday of this week, we don't be- 
lieve they satisfactorily deal with the problems, as has been point- 
ed out today. 

We support legislation to insure that all of the toll carriers con- 
tribute to local exchange service via the universal service fund. We 
want the bypassers also to be required to pay, since they have the 
potential of suddenly putting great demands on the network, in the 
case of bypass facility outages, or bypass traffic volumes that go 
way beyond their capacity. 

We support the provider of last resort concept, to insure that the 
ordinary telephone customer has a single entity to look to for serv- 
ice and for equipment, and we are certainly not advocating any 
monopoly situation, nor do we advocate any kind of cross subsidies. 

However, our most urgent concern is not dealt with in any of the 
legislation that we have seen this year, and that is "employee pro- 
tection," as it has been addressed in previously considered bills. In 
the current and what we will call "final" round of national bar- 
gaining with the Bell System — that is prior to divestiture — we are 
encountering serious problems that we really didn't expect 1 year 
ago. 

In 1982, we raised several serious concerns with Judge Greene 
about future bargaining with the Bell units, in view of his rulings 
on divestiture, and he told us: 

Notwithstanding the separation of the operating companies from the Bell System, 
there will be no obstacle either to adherence by any of the restructured segments of 
the Bell S3rstem, to the terms of existing agreements, or to their abiding by such 
memoranda of understanding as may have been or may hereafter be negotiated 
with the union. 

Further, the judge said that the divestiture activities, and I quote 
again, "do not involve AT&T's labor relations, and more particular- 
ly, they have nothing to do with CWA or its relationship with the 
Bell System." 
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But that was last year. On July 8 of this year, Judge Greene, in 
an order, curtailed the unlimited portability of pension rights that 
Bell employees and our members had previously enjoyed, and now 
the bargainers, both at AT&T and the local operating companies, 
are taking a position that the judge has ruled, and that the subject 
of multiemployer bargaining is prohibited, and pension portability 
in our industry is prohibited, even as a subject in collective bar- 
gaining. 

So as a result, we need some kind of employee protection provi- 
sions, and the only way we see that they can come is through legis- 
lation. 

We don't want to delay your consideration on legislation that is 
as urgently needed as universal telephone service, but we do 
strongly believe that the Congress should give protection to the 
telecommunications employees who are adversely affected, not by 
anything within their control, but by divestiture and deregulation 
decisions of the FCC and of the Federal court. 

As an aside, I would be derelict in my responsibility if I didn't 
take advantage of this opportunity today, to advise your members 
of the House and Senate committees that deal with the subject of 
telecommunications that we are now only 8 days from the expira- 
tion of the national contracts that exist between CWA and AT&T 
and all of its affiliates. 

The national negotiations are not going well. The critical issues 
are emplo)rment security, wages, and job pressures, and a great 
deal of them are traceable to decisions made by the FCC and the 
Federal courts. 

The AT&T and their affiliates have injected give-back issues into 
the negotiations as a result of the FCC and the Federal court deci- 
sions, and this has occurred despite the fact that this industry had 
a $7.2 billion profit in 1982, and the most recent quarter showed 
$1.9 billion of profits. 

We hope we can avoid a strike, but if one occurs, it will occur at 
midnight next Saturday night, not tomorrow, but 1 week later on 
August 6. 1 hate to have to say it, but the Federal Government will 
carry some of the share of the responsibility if a ntional telephone 
strike occurs. 

The uncertainties that are raised by divestiture in the FCC deci- 
sions have been of grave concern to this organization, CWA, since 
the beginning. We represent the men and women who work in the 
industry, and they are very proud that they have helped to make 
the U.S. telephone system the best one that the world has ever 
known. 

The matter of universal service, along with the many other con- 
sumer issues, are of utmost importance to CWA. Our executive 
board is in fact presently considering and about to adopt as policy a 
lengthy task force report on many of the problems and issues 
before your committees. This report will be aggressive in its recom- 
mendations for union action, in working to assure affordable, reli- 
able telephone service for every citizen in this country. 

We intend to mobilize our members and our organizational re- 
sources to assure that we continue to have in this country the kind 
of telephone service that we deserve and have become used to. 
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We will furnish the House and the Senate committees with 
copies of our policy and report for their use once it has been adoptr 
ed by our board. 

I thank you for the opportunity to be here today and present our 
views and comments. 

[The statement follows:] 

Statebcent of James B. Booe, Executive Vice President, Cobimunications 
Workers of America 

Mr. Chairman, we are very encouraged by the House and Senate legislation 
aimed at the preservation of universal service. We understand that ''universal serv- 
ice'' is a concept, like '^beauty," which has no agreed-on definition. But even "com- 
petition" lacks a good definition, especially in the telecommunications business. 

We support legislation as the strong message needed by the Federal Communica- 
tions Commission to maintain the nationwide, near-saturation availability of tele- 
phone service. Since 1976, we have been greatly concerned over what we have 
viewed as social experimentation at the FCC which would inevitably lead to the re- 
duced availability of the telephone and far-higher rates to those who remain on tiie 
network. We have consistently urged the Congress to establish a modem policy to 
direct the FCC in its efforts. 

We remember the Commission said its Docket 78-72 access charge decision of last 
December 22 would help keep universal service through the high-cost fund, avoid 
uneconomic bypass of the network, provide for a quick-response monitoring system 
and do many other desirable things. Unfortunately, we find it difficult to agree with 
some of the workings of that access charge mechanism. For example, consider the 
end-user charge for interstate access, starting at $2 and going up to about $9; while 
end-user charges would be going up, the ''carriers' carrier" charges levied on inter- 
exchange carriers would be dropping. We and many others believed that approach 
was entirely unfair. We also see a flaw in the logic that the new 78-72 access chaige 
discourages bypass. When the access charge per line goes up, we can see the tefe- 
communications managers of large corporate users ansJyzing the situation and con- 
cluding that their companies should have significantly fewer network access lines 
and far more bypass capability. 

From the design of the Universal Service Fund in the FCC access charge decision, 
we see only limited subsidy of local telephone rates; today the reasonable rates we 
now ei^joy are supported hy contributions from toll revenues, through the separa- 
tions-settlements and division of revenues processes. And the local ratepayer may 
not be grateful to the FCC for its helping to create the contrived form of mtercity 
toll competition that is leading to the abolition of the subsidies which have over the 
years contributed to the high degree of telephone service penetration in the United 

States. Twenty years from now, your successors in the Congress may le ' ' 
• . » . . - . ^^^ 



question the sanity of the makers of telecommunications policy in the r970's and 
1980's. 

Your legislation would instruct the FCC on the end-user charge and provide for a 
much more adeouate Universal Service Fund. It would ensure that the inter-ex- 
change — or interLATA — common carriers would pay the local exchange carriers for 
the labor- and capital-intensive local distribution facilities necessary for end-to-end 
service. Your legislation must allow the local exchange to receive revenues when a 
bypass is effected. Although some claim bypassers would be unfairly treated, we 
point to a clear enough analogue in the electric power industry. Large users of elec- 
tricity commonly pay "demand" charges on top of regular usage charges. The ra- 
tionale is that the electric utility must have extra capacity to accommodate surges 
of demand. 

The telecommunications bypasser will rely on the public switched network in 
many instances, and with great unpredictability. This bypasser, being a larger cor- 
porate user, will be very unsympathetic if the network lacks capacity for sizeable 
and sudden demands. Tins lack of S3rmpathy will, as usual, be expressed before regu- 
latory agencies and courts. Thus bypassers ought to be required to pay some form of 
"demand" charges to cover the costs of the fallback" network, which is in effect 
the "last resort.^' 

We see the FCC's action this week aimed at preventing legislation; it may pve 
opponents a fairly persuasive argument against acting at this time. Without legisla- 
tion, nothing is to prevent the Commission from re-a4justing" end-user access 
chane and taking other anticonsumer actions, all in the interests of supposedly fiir- 
thermg competition. We urge you that not be dissuaded in pressing for this legisla- 
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tion. The FCC need not start out from the beginning to comply with the access 
charge provisions of the proposed legislation. The Commission s work to date cer- 
tainly can be used to prepare a new access charge mechanism, as an adaptation of 
what it has planned to do. 

We also support the "provider of last resort'' requirement, to ensure that the po- 
tential user has at least a single source of service and necessary wiring and equip- 
ment. We are not advocating monopoly either through the front or back doors; 
equipment and wiring can be competitively supplied. But we must remember that 
competitors are quite free to elect not to serve in any given area. Since a telephone 
company is legally franchised to be the sole service provider in a given area, we 
believe the cause of universal service is advanced by letting the ordinary user have 
a full service option. Your prohibition of cross-subsidy will adequately protect 
against improper revenue flows from regulated operations. 

The coming AT&T divestiture points to several areas in which legislation would 
be useful, from the standpoint of CWA. Interpretations of, and decisions flowing 
from, the Plan of Reorganization have led to many difficult and entirely unforeseen 
problems in the reassignments of our members throughout AT&T. Some form of emr 
ployee protection provisions, modeled on those in previously considered bills, would 
appear to be in order. 

Judge Harold Greene's recent order tentatively approving the Plan of Reorganiza- 
tion has caused the union-represented employees in AT&T two severe problems. 
One is that the portability of service pensions will exist only for a year after divesti- 
ture; the other problem is that we are precluded from bargaining on an integrated 
basis on pensions. The Judge has ordered that AT&T and the BOCs utilize nine sep- 
arate pension funds after divestiture. We need remedial legislation — specifically to 
allow multi-employer bargaining in this unique case — as the only recourse. While 
the Judge has written in numerous documents that he did not intend to inflict any 
harm on the employees of AT&T and its affiliates, we believe that the restrictions 
imposed on our bargaining are denying our union the ability to secure the best pos- 
sible beneflts for our members. 

One final item we would like to see in the legislation is trade reciprocity. We 
recall the energetic activities of the Japanese agents in March 1982, which led to 
dropping such provisions from H.R. 5158. We expect Nippon Telegraph & Telephone 
Public Corporation to continue its dissembling and refusal to buy more than puny 
token amounts of our splendid American telecommunicaitons goods, as the Japanese 
continue their "protect Japan" program. 

Perhaps these other items we consider desirable may have to be attached to some 
other legislation, in order to keep the Universal Service legislation narrowly enough 
focused to secure enactment; we recognize that you and your colleagues are facing 
some massive opposition. We hope the Congress will seize its opportunity to act 
while there is time. If the FCC gets its access charge mechanism in place, we do not 
see any turning back. 

As Chairmen Packwood and Dingell make clear last week at the press conference, 
the Senate and House bills are consistent in aim. We believe that the less detailed 
Senate bill, S. 1660, might be viewed by the Commission as a legislative statement 
of what already is being done. We suggest more det£dled guidance, such as that in 
H.R. 3621, is more in order. The Commission then will have little doubt as to the 
intentions of the 98th Congress. 

Chairman Dingell. Mr. Booe, the committee thanks you for your 
very fine statement. We appreciate your assistance to us. 

The Chair recognizes my good friend and cochairman, Senator 
Packwood. 

Chairman Packwood. Thank you, Mr. Chairman. I have only one 
question of one of the panelists, and, Mr. Woody, that is of you. 

In your statement, you say, "Our concern in the bypass issue re- 
volves around the underlying assumption that there is something 
intrinsically wrong with it.*' 

At least speaking for myself and Chairman Dingell, I know that 
we think there is nothing wrong with bypass. It is not immoral. 

I thought Western Union's undertaking with its teleport and 
optic fibers is a marvelous system. We are saying that it ought to 
pay proportionate costs of supporting local rates. 
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I am curious if your position representing the State of Washing- 
ton is that you are opposed to our charging bypassers a fee, includ- 
ing the State of Washington, or whether your objection is simply 
that municipalities, including the State of Washington, should not 
be charged, but it is all right to charge other private bypassers. 

Mr. Woody. We are not opposed to the imposition of a fee or a 
fine. My purpose in being here today. Senator, is merely to explain 
to you the effect of that imposition upon the taxpayers of the State 
of Washington, that it will affect the rates of our network, and to 
envision a hypothetical taxpayer in the State of Washington, let 
me explain to you how our system would affect that hypothetical 
taxpayer. 

Chairman Packwood. I don't mind if you explain, but I don't 
need any further answer to my question. 

I just want to make sure you weren't opposed to charging West- 
ern Union if they attempt to bypass the system. I think you may 
make a good case for exempting municipalities, I don't know, but 
that is your position basically, that if we tax you, you pass it on to 
the taxpayers and nothing much is gained anyway. 

Mr. Woody. That is correct. 

Chairman Packwood. I have no other questions, Mr. Chairman. 

Chairman Dingell. The Chair thanks the gentleman. 

The Chair now recognizes the gentleman from Massachusetts, 
Mr. Markey. 

Representative Markey. Thank you, Mr. Chairman. 

Mr. Nichols, in your prepared testimony you advocated a five- 
point approach to telephone legislation. 

First, the adoption of the joint board plan for rural subsidy 
matehed with a needs tested subsidy for the poor and the near 
poor. 

Second, you advocate raising revenues from broadly based 
sources and those off the network. 

Third, you streteh out the access charges and decrease its burden 
on residential consumers. 

Fourth, you give the FCC toll jurisdiction. 

Fifth, you establish public participation mechanisms. 

Is there some reason why that sounds very, very familiar to me? 
Is that the same approach that is taken in the bill that Mr. Luken 
and I have introduced? 

Mr. Nichols. Substantially the same approach, Mr. Markey. I 
think it is also substantially the same approach that the other bills 
that are before this committee are tr3dng to take. 

My point in my oral testimony was only that the residential 
users want to get a responsible bill into law and that the sugges- 
tions we made are the best way to do that. I think many of the 
concepts in your bill are among the best to achieve our goal. 

Representative Markey. So your recommendations do closely 
parallel the items in my bill? 

Mr. Nichols. They do. 

Representative Markey. Thank you. 

Mr. Kimmelman, you have suggested many fine-tuning measures 
or changes needed to improve H.R. 3621, the Wirth-Dingell bill. Do 
you think that the bill that Mr. Luken and I have introduced incor- 
porates some of these changes? Do your recommendations for 



Digitized by 



Google 



393 

changes in the Dingell-Wirth bill exist in a freestanding form in 
our bill? 

Mr. KiMMELMAN. I think some of them do. I think they really 
need to be combined, because I think the purposes are the same. 

For example, in the lifeline area, we are concerned about target- 
ing. We don't think anyone should go forward with that suggestion 
until we get cooperation from the industry and make sure that it 
would be politically insulated. 

Part of my concern would be to expand that targeting a bit 
beyond the entitlement programs that you have enumerated in 
your bill. But, yes, our concerns are basically that any method of 
collecting revenue to support the public network would be reason- 
able if it does not overcharge usage, and deter innovation and com- 
petition, and that it be policeable and provide assurances that by- 
passers do not escape and therefore avoid contributing to the net- 
work. 

So I think really a combination of some of the provisions in your 
bill with the Wirth-Dingell bill may be the best solution. 

Representative Markey. Thank you. 

Mr. Simon, you spoke of support for a CUB, for a Telecommuni- 
cations Citizens Utility Board. Last year we lost a tough vote in the 
subcommittee by an 8-to-5 margin. I intend to bring back CUB for 
markup in any common carrier legislation. 

I have my reasons. The need for CUB is stronger now than ever 
before. 

Do you believe that that is the case, that in fact the changes and 
disruption in the industry only point out the need to have some 
kind of citizen participation in the regulatory process? 

Mr. Simon. Congressman Markey, I think the answer is clearly 
yes, and I would refer you to the fine study done by the subcommit- 
tee staff on the kinds of outrageous and unreasonable rate increase 
requests being filed on the State levels. These rate increase re- 
quests have absolutely nothing to do with the reality of cost or 
events in the industry; yet, the companies have proposed doubling 
and tripling in some places. 

The only real true response to that is to have an effective con- 
sumer voice available at the State and Federal level, and the CUB 
can do that. 

Representative Markey. Thank you. 

Chairman Dingell. The Chair thanks the gentleman. 

The Chair recognizes the gentleman from Washington, Mr. Swift. 

Representative Swift. Just on the very last discussion, I felt all 
along that the access charge decision of the FCC might not have 
looked the way it did had consumers been part of the process. They 
stuck it all on the people who weren't there to represent them- 
selves. And I assume if the long-distance companies hadn't been 
there, they might pile the access charge on them. 

You resolve the problem by doing all the unpleasant things to 
the people that are not there to represent themselves. 

Mr. Woody, you and I have some very similar scars from some 
battles lost in the past, but I must take issue, as did Senator Pack- 
wood, with the idea that we feel there is something intrinsically 
wrong with bypass, that the bill treats it as undesirable, or discour- 
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ages it. If that is what you believe the bill does or is our intent, 1 
want to assure you it is not. 

We very clearly do not want to discourage bjrpass. What we are 
trsdng to do is to make an agency's decision as to whether to 
b3rpass or not have nothing whatever to do with the access charge 
that would be paid by long-distance carriers. 

It should be neutral in that regard, and you listed a whole series 
of activities that State government might engage in that would 
make them want to bjrpass anyway, having emergency services 
available and so forth, and it is terribly important to understand 
that whatever your problems may be with bjrpass, and it is a com- 
plex issue and it needs to be worked through, no one is tr3dng to 
discourage bypass or establish a national policy to do that. 

If that is misunderstood, then a whole filigree of other things are 
assumed, and we get horror stories and a whole lot of stuff that is 
just irrelevant to what it is we are trying to propose. 

Now, the question as to whether government. States, municipal- 
ities should be required to pay a fee for bjrpass or not, let's examine 
that. 

I don't know whether you know this, but approximately how 
many telephone lines are in the State of Washington? Do you have 
any idea on that at all? I don't. 

Mr. Woody. We have around 22,000 centrex lines. 

Representative Swift. That is the State? 

Mr. Woody. Yes, that is the State government. 

Representative Swift. I am talking about the whole State of 
Washington. 

Mr. Woody. I would have no idea. 

Representative Swift. I don't either, but if you take a national 
average of what the access fee is going to cost, it is going to be 8 
bucks a month for everv one of those lines for the citizens of the 
State of Washington, $96 a year times all of those. 

It seems to me that whatever b3rpass fee the State might have to 
pay, it is going to be infinitely smaller than $96 per line, per cus- 
tomer per year, so that a tradeoff is enormously in favor of the con- 
sumer, even if the State's expenses go up a little bit, because they 
would pay a fee to make the access charge neutral in a bjrpass deci- 
sion. 

Do you have any disagreement with that line of reasoning? 

Mr. Woody. The only thing I can say is I am not familiar with 
what the administration's policy is on the access fee, since it is so 
recently issued. I was in a plane when the decision came down. 

Representative Swift. I understand that. I don't mean to put you 
on a spot, but I think we need to understand that that bjrpass fee — 
particularly the public agencies that may want to do it — ^^that 
bjrpass fee is a tradeoff. 

You eliminate the $8 a month in lieu of this, and municipalities 
and State governments that have reason to bjrpass can do so, and 
even if they pay that fee, if the tradeoff is eliminating that $8 a 
month for every telephone line that State or that city or that mu- 
nicipality, your consumers are well to the good. 

Mr. Woody. I guess my comment would be to reiterate that my 
purpose is to make sure that you are aware in this entire legisla- 
tive process that there is an impact on the taxpayer by imposition 



Digitized by 



Google 



395 

of such a fee, and I would imagine that typically State government 
is the l€u-gest user in every State, and that you would see this same 
type of phenomenon across the entire coimtry. 

I would hope you would go to the different State governments 
and find out what the particular impacts would be. I am the only 
State here out of 50 — ^where are the rest? 

Representative Swift. We had someone representing the Gover- 
nors' Conference yesterday. It is very appropriate that you bring it 
to our attention, but it might be very interesting if vou were to 
work out the mathematics of it if we don't come up witn some solu- 
tion to bypass so that we can have an access charge from long-dis- 
tance companies, and failing to do that, all your consumers get hit 
eventually with an $8-a-month fee, what economic damage vou 
have done to the citizens imder that as opposed to what costs tney 
might have as taxpayers going the other way. 

Mr. Woody. I beUeve that the State utilities commission may 
have those figures. 

Representative Swift. They might, and we will pursue that. One 
last question: 

Mr. Kimmelman, I am not sure I understand what you mean by 
politically insulated, you need the cooperation of the telephone in- 
dustry to get it politically insulated. 

Mr. KiMMELBftAN. I am not sure what it would take. My point is 
basicallv in comparison to other means-tested programs, or any- 
thing like even the windfall profits tax, where money was to be col- 
lected and distributed to low-income individuals that had need. 

If anything is to be targeted at all, it must not repeat what has 
happened with the low-income energy assistance. 

Representative Swift. Now, I understand that. I think that is a 
Intimate concern. Let me postulate, in return, because a number 
of you raised this point, I think it is a trap to buy any kind of a 
welfare approach to this rather than work very hard to preserve 
the present system. 

What is so valuable about the present system of union service is 
you don't justify it on the basis you have got to help the poor, you 
justify it on the basis that you and I who can afford to pay those 
higher fees, pay a subsidy that flows to some of those low-income 
people, but we benefit because our telephone service is more valua- 
ble, and you don't have to worry about means-testing, about wheth- 
er Congress will pass the appropriations, and you don t have to 
worry about people that are coming along and tiying to restrict 
and tighten down and get rid of the cheats and the mess you get 
into, that you get into with welfare. 

You simply continue a system that serves us well, and I ui^e you 
not to fall into that trap. I thank the chairman. „«.«k 

Mr. Kimmelman. Our concerns are the same. The only^waieii 
that we have with that line of reasoning is a c<mcero^ttaat u^st. 
rates are going up dramatically and to lop off the $2 *^^5SJ^!Ji*^ 
which will be more down the road, and possibly Mi «tt«»*Ai*^ 
access charge may still leave many low-income p©o|»^ ^fnii^ 
priced telephone service they cannot afford. 

Our concern is that we must go beyond tbat^utd jna**-*^ 
they qualify for something else. 

Representative Swift. Than^ ^'^u. 
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Chairman Dingell. The Chair thanks the gentleman. 

The Chair now recognizes the gentleman from Texas, Mr. 
Leland. 

Representative Leland. Thank you, Mr. Chairman. 

I would like to address my questions to Miss Ostrander. I have 
heard a lot about senior citizens. When I was in the Texas L^isla- 
ture, I fought for generic substitution, and we got it a couple of 
years ago. 

I realize the plight of senior citizens. I have piggy-backed on this 
issue with my colleague, Mr. Wyden. I am particularly concerned 
about the impact that these higher rates asked for in my region in 
particular, $1.7 billion increase to Southwestern Bell, how that is 
going to add stress to the senior citizens. 

Just tell me, you have heard all the testimony that has been put 
forward by, earlier, the AT&T people and I am sure you heard the 
other folks who have argued for some kind of adjustments, because 
divestiture is causing all kinds of problems. 

Tell me in your own words how this is really going to place a 
strain on our senior citizens, and if in fact you have any real solu- 
tions, what do you propose? 

Mrs. Ostrander. I would hope that the two committees would 
bear in mind what we have said in our written statement. We 
would like to work with the committees in improving language and 
to help determine what is a viable lifeline, what are we really talk- 
ing about? 

One of the impacts which I did not go into, it is in part of my 
written statement, is that we have to look at what is happening 
with the senior groups, the 75 and above, the frail elderly, who 
need the telephone the most, many times it is not a question of 
even them being able to afford, it is a question of having it when 
they need it, of serving as reassurances for each other. 

Some^of them, when they start counting calls or whatever, start 
having difficulty with it. So, if they have a perception that that 
telephone bill is going to be beyond what they can afford, they 
simply will not do some of the basics like calling the doctor or or- 
dering their drugs. 

Some of those that are borderline at being able to be independ- 
ent at home will soon well find, may — well, just catapult them into 
institutions. 

That is a danger, a threat that is always there. But one of the 
areas that none of us have addressed has to do with what is also 
the impact of the telephone problems that are arising on the pro- 
viders of service to the elderly, and that is an area that we don't 
want to close off. 

It has to be open both ways. There is too much at stake both in 
terms of the quality of life for the elderly, but also as to what kind 
of expense are we imposing on the taxpayer as a result of poor de- 
cisions that are made now. 

Representative Leland. I hear you saying something that has 
been bothering me for years, since I have been very sensitive to 
and aware of the problems of senior citizens, that when in fact the 
senior citizen could not afford the service or goods, they would just 
go without. 

Mrs. Ostrander. And deteriorate faster. 
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Representative Leland. They are probably more fragile than ev- 
erybody else and would rather suffer mentally and physically than 
seek 

Mrs. OsTRANDER. It is compounding. As we see the higher age 
group growing faster than any other segment, that group has prob- 
ably several health problems and there you have additional prob- 
lems by isolating them still further from their own community. 

Representative Leland. Thank you. 

Mr. Booe, let me ask you, what is the impact of divestiture on 
unemployment, if I might ask, or is there an impact? 

Mr. BooE. It is hard to tell the overall impact on employment. 
Theoretically, there will be more jobs. The impact on the jobs of 
those we represent has been a depressing one, that there have been 
cutbacks, layoffs, there is a lot of uneasiness not knowing how to 
a(^ust to everything. 

There has been a lot of movement of people. The biggest impact 
has been a cyclical one, I think, on the people we represent because 
for the history of this country, the telecommunications industry, if 
you worked for the telephone company, it was a kind of a career 
arrangement. 

If you came to work and were hired and you spent your 40 years, 
kept your nose clean, you retired and you worked through the busi- 
ness. As a result, it attracted a certain group of people who were 
very security conscious, and now they are not sure that that em- 
ployment security is going to be there. 

Nobody knows for sure whether they are going to right now — 
they are still wondering whether they are going to end up in 
American Bell, or in the operating company, or end up in one of 
the other subsidiaries that are about to be set up, and then the con- 
cern about their pension portability and what the wage rates are 
going to be, hitting a group of people who never had to worry about 
those things before. 

Representative Leland. It has been my experience that CWA has 
been pretty much empathetic with the problems of the consumers 
and have worked pretty much to that end. You have heard the 
problems for the senior citizens, minorities, other low-income 
groups of people and many times CWA people fall in that category. 

What do you think about the promises put forward by those who 
would be your bosses or those who have been your bosses about so- 
lutions to the problems that divestiture has caused? 

Mr. BooE. In addition to being employees in the industry, they 
are consumers, too. I believe we are directly related with the mi- 
nority community and the rest of the consumers, including the el- 
derly, and the policy decisions that our executive board is dealing 
with right now deal more from the standpoint of us as consumers 
than dealing with the issues of fair rate structures, that rates be 
fair to everyone concerned, most particularly to the consumers, but 
to the industry, also. 

The suggestions that they have made to us recently have been 
across the bargaining table, and they are not satisfactory at all in 
dealing with the problems as we see them of divestiture and dereg- 
ulation. 

Representative Leland. I look forward to working more closely 
with you. I am really concerned about what we are seeing, and 
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want very much to resolve the problem at least to some compro- 
mise position where our senior citizens in particular and our low- 
income people would not be hurt. 

Thank you. 

Chairman Dingell. The Chair thanks the gentleman. 

The Chair would like to commend our panel. We appreciate your 
concern for the problem of continuing our universal telephone serv- 
ice and for the importance of seeing to it that rates are fair for 
those least able to pay the costs of telephone service. 

Mr. Booe, I want to pay a particular compliment to you. Your 
statement is one of the best I have read on this matter, and the 
break between your union and AT&T is, I believe, an historic 
event. 

You say you see a flaw in the claim that the access charge deci- 
sion discourages bypass. I believe what you are telling us there is 
that bypass can occur at almost any point in the system. 

The minute you get an aberration induced by high costs which 
can be avoided by a user, bypass is going to occur. 

Mr. Bode. Any time there is an aberration, it may be cost or 
some other kind of basis that encourages bypass. The technology is 
there to bypass at almost any level. 

Chairman Dingell. I think your thesis is that b3rpass would be 
encouraged under the FCC's plan. Rather than at the point where 
the local system enters the interstate system, b3rpass would be en- 
couraged at the very point where a user could enter the local net, 
isn't that right? 

Mr. Bode. Yes. 

Chairman Dingell. Would you want to elaborate on that? 

Mr. Bode. No, I think you have hit it. Where the user would 
enter the local net is another one of the places. The bypass could 
be encouraged by the access charge at any level. 

Chairman Dingell. And your thesis is that the FCC's action has 
simply moved the bjrpass potential back to the point where the in- 
dividual picks up the telephone? 

Mr. Bode. Basically, I think our thesis is that the FCC thinks it 
dealt with something, and all it did was to move something around, 
just move it back. 

Chairman Dingell. The only way you can discourage that is by 
some kind of economic mechanism such as b3rpass charges, evenly 
and fairly prescribed in a fashion that would equalize charges at 
every point throughout the system for all users, isn't that right? 

Mr. Booe. Yes. Maybe the term discourage bypass is misunder- 
stood. What we want to do is to make sure that a decision is made 
that if bypass is the right thing for that bypasser, not necessarily 
to discourage it, but to make sure that the bypasser pays a fair 
share of maintaining the public network that is there, because the 
bypasser will come back to the network and complain if the net- 
work is not there to take care of things. 

Chairman Dingell. Mr. Simon, your comment on the arbitrary 
nature of any means test for lifeline rates reflects a concern that I 
share. I would appreciate it if you would take time to address that 
question for us. 
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Isn't it the case that lifeline rates are workable only if basic 
monthly rates are low, so that the gap between basic and lifeline 
rates is small? 

Mr. Simon. I agree. 

Chairman Dingell. Doesn't this mean that lifeline rates can 
only be a safety net and that the primary emphasis must be placed 
upon measures that maintain the affordability of basic rates for 
all? 

Mr. Simon. Yes. In fact, in my written testimony, I suggest that 
lifeline ought to be a function of rate structure, although Iwant to 
make clear I am not suggesting local measured service. There are 
lifeline-type rate structures that would be available to everybody 
whom they suited without regard to income or other personal data. 

Qiairman Dingell. Would you want to comment on the applica- 
bility of a means test to the problems of the postdivestiture period 
with regard to the telephone rate structure of this country? 

What will be the situation there if we address it solely by creat- 
ing some kind of a means test lifeline rate? 

Mr. KiMMELMAN. I Certainly don't believe that will be enough. If 
we are going to have dramatic rate increases, we need to do some- 
thing about the access charge. Even if the access charge is elimi- 
nated, there still will be dramatic upward pressure on local rates, 
so I think there will still be more need for some sort of a lifeline. 

The point about the means testing, we don't inherently like it. 
Theoretically, it sounds good, but we know that politically it is ex- 
tremely difficult. We are concerned that enough money be provided 
to subsidize the very poor to be sure they can get a telephone. 

If we just lop off a few dollars on everyone's bill, we are not con- 
vinced that the very poor will be protected. 

Chairman Dingell. It is also true, however, that if you don't 
deal with the bypass problem, which shifts the costs further into 
the local service net, a lifeline system will oppress those who are 
just above the level at which the means test permits them to enter 
the system, isn't that true? 

Mr. KiMMELMAN. Yes. Our concern is that if there is anything 
that resembles a means test, it not be a very narrow one, that it be 
one that goes beyond the Federal entitlement programs that cur- 
rently exist. 

Chairman Dingell. The problem with your means test or the 
problem with your lifeline is that those who achieve the benefit of 
lifeline get it at the expense of other users, and they might get it at 
the expense of users who are only marginally better off than life- 
line customers and who might be persons of very, very limited 
means. 

Mr. KiMMELMAN. Yes. That is why we support the concept of 
some pooling of revenue, particularly from either equipment 
charges or interstate usage charges, the money must come from 
somewhere outside the local network to help States that have a pe- 
culiarly high number of poor, elderly, unemployed, or handicapped 
people. 

Chairman Dingell. What do you think about the means test 
again? 

Mr. KiMMELMAN. We are concerned. Our argument is that if the 
industry would cooperate and help structure something that they 
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themselves could administer; and that would not be embarrassing 
for someone to apply for the targetting could work. Or if Congress 
just mandates a lifeline rate it is possible that there would not be 
much oversubscription. So long as lifeline would cover all the poor, 
that is all we need. 

My concern is that it is not something that would be a political 
problem down the road where Congress claims it is taking care of 
the poverty problem, but it does not really do it. 

Chairman Dingell. Thank you very much. 

The Chair is going to recognize Mr. Wyden. 

Representative Wyden. I thank the Chairman. 

There aren't all that many causes that I would risk having a 
coronary for, but I sprinted back and forth just to ask you a couple 
of questions, Mrs. Ostrander, to focus on the particular concerns of 
senior citizens. 

I think the whole history of means tests as far as senior citizens 
has been a disaster. I was director of the Gray Panthers for several 
years before I came to Congress, and with every program that we 
faced, we had the difficulty of getting help to the seniors that 
needed it most. 

The reason is on occasion after occasion, we ran up against one 
word, which was welfare. The first thing out of their mouths was, 
is that another welfare program? My concern is, and I have heard 
it from my senior citizens now, because I have had several meet- 
ings on telephone rates in Oregon, is that they think we are head- 
ing down that same path right now, instead of trying to come up 
with a system that particularly looks to insure universal service for 
people of modest means, instead, we are trying to come up with a 
special welfare system or means test just for the elderly. 

My first point is let's work together, so we don't become part of 
that history of means tests, because with respect to senior citizens, 
it is clear, they see that welfare stigma and they refuse to be a part 
of such a system. 

The first question I have for you dealt with exactly what the 
effect would be of these rate increases? Now, I see millions of se- 
niors on the economic tightrope. They balance their food against 
their fuel and their fuel against their medical care. 

Any increase right now will push some of those seniors off the 
tightrope. We have some phone company executives, not all of 
them, but some came and told us that come January, it is not going 
to be any big deal, you will just get another bill and you will be 
able to pay it. 

What is your feeling as to what is going to happen in January 
with respect to senior citizens as of the situation as it stands today? 

Mrs. Ostrander. I think we have all heard about the amount of 
rate increases that local companies are asking for. I testified at our 
own local company rate hearings last week. There is some real seri- 
ous concern that at that local level where they are the ones that 
are really going to be affected immediately, they have a feeling 
that the one thing that they needed and wanted and depended on 
is suddenly going to force them into some additional decisions. 

I think you hit on some of the things that are bothering the se- 
niors. What is in my statement, and I did not elaborate on, is the 
fact that within the last several years the rate of poverty among 
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the elderly is increasing, but also there is that 10 percent gap be- 
tween those at the poverty level and those within 125 percent of 
poverty level that are hurting very bad. 

We have health care costs right now that are climbing extremely 
fast. We have utility bills that are climbing extremely fast, even 
with energy assistance. It does not do the total job. 

What we are asking again, over and over and over again, is in 
the basic necessities as they climb, that the elderly must make 
tough decisions. 

Representative Wyden. I will take that as an answer that you 
see evidence right now of these phone bills causing some real hard- 
ships for some of the seniors, is that correct? 

Mrs. OsTRANDER. Yes, and this is very well — our committees, our 
State legislative committees across the country are all asking our 
staff for guidance in terms of how to deal with the local rate re- 
quests that are coming through. 

Representative Wyden. The only other question that I had dealt 
with measured service. I have some very fundamental reservations 
about measured service. I think we all understand that the tele- 
phone is a lifeline for seniors, they may have nothing except it and 
the chance to call a doctor to take care of emergencies and necessi- 
ties. 

Do vou think there is any way that a measured service phone ap- 
proach could work for senior citizens, and if so, tell us how? 

Mrs. OsTRANDER. No. As a matter of fact, I testified before a sub- 
committee of the House Select Committee on Aging recently on 
that issue. 

There are many reasons why that is the most difficult one for 
them to accept. They use it as a social instrument, and whether 
you go to local measured service, that knocks out the social instru- 
ment. 

If they call, say the social security office or the doctor's office 
and they are put on hold, they are going to panic. They can't deal 
with it. So there is in my estimation, no viable way to work it out. 

Our organization has sat and evaluated that extensively, and it 
is the one area that gives us the most problem. 

Representative Wyden. You can probably answer this with just a 
yes or no. My feeling, as I read your testimony, you essentially 
wanted us to flush out the lifeline kind of approach. 

Mrs. OsTRANDER. Yes, I think we need to look at all the differ- 
ences and come up with something that will not vary so much from 
State to State, something that the elderly can begin to identify 
with and hang on to as what they know, they will get to know as 
at least the basic. 

Representative Wyden. The reason you want us to flush out that 
lifeline approach is because you fear if we don't do that, there 
could be measured phone systems around the country? 

Mrs. OsTRANDER. Yes. 

Representative Wyden. Thank you, Mr. Chairman. 

Chairman Dingell. The Chair thanks the gentleman. 

The Chair wants to express our appreciation to the panel. The 
Chair observes that getting this legislation enacted into law is 
going to be thoroughly possible, but also thoroughly difficult. 

We hope that we will have your assistance in our undertaking. 
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Ladies and gentlemen, we thank you. The committees stands ad- 
journed until the call of the Chair. 

[Whereupon, at 2:25 p.m., the hearings were adjourned.] 
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ADDITIONAL ARTICLES, LETTERS, AND STATEMENTS 

Statement of Hon. Thad Cochran, U.S. Senator From Mississippi 

Mr. Chairman, I welcome the opportunity to express my views about legislation to 
preserve universal basic telephone service at afforidable rates. 

I commend you on your efforts to address this pressing issue in such a timely and 
effective manner. Joint hearings help to ensure prompt Congressioncd action. 

I am pleased to be a cosponsor of S. 1660. The availability of universal basic tele- 
phone service is a concern many of us share. 

Recent requests for rate increases in telephone service cdl over the country have 
instilled in us n'ave concerns that loccd telephone rates could sk3rrocket to cdarming 
and unreasonable levels as a result of the AT&T reorganization, and the actions of 
the Federal Communications Commission. 

The theory of universal basic service is not new. Indeed, it is the backbone of the 
Communications Act of 1934 and cdl subsequent telecommunications legislation. Our 
legislation reiterates the desire of Congress to ensure the continuation of such serv- 
ice by providing a system of access charges that will distribute the cost of telephone 
service is such a manner as to preserve the afTordability of telephone service for 
consumers. 

What this legislation is designed to protect against is a shift in much of the cost of 
maintaining the universal telephone network from the malor users of the network 
to the residential telephone customers. Such policies would surely result in the de- 
struction of universal service. 

If such a cost shift were cdlowed to occur, it would most directly and dramatically 
affect rurcd and low-income subscribers. In my home state of Aussissippi, we have 
an abundance of both these subscribers. The divestiture of AT&T, further regula- 
tory changes by the FCC, and the rapid emergence of new telecommunications tech- 
nology require that Congress institute a permanent, reliable protection mechanism 
to prevent rurcd and low-income users from suffering from the brunt of what should 
be viewed as progress in the industry. 

In my view, S. 1660 affords Congress such a mechanism. The role of Congress is in 
the oversight of the FCC*s access charge decision. The practical effect of this deci- 
sion is to raise the up-front charges which loccd subscribers must pay to obtain 
phone service. I think the subsidy mechanism in S. 1660 more usefully and necesscu*- 
ily targets its protection to rural and low-income users, where the greater need 
exists. 

Many other important issues must be and are addressed by S. 1660, but thev €dl 
speak to the end result of ensuring universal basic telephone service at affordable 
rates. I know as these Committees meet and refine the proposals before them, we 
can come up with a bill that satisfies the concerns of the industry, the states, the 
FCC and the consumers. 



Statement of Hon. Thobias Daschle, U.S. Representative from South Dakota 

Mr. Chairman and Members of the Subcommittee I appreciate this opportunity to 
testify today on recent developments affecting the U.S. telephone industry and the 
need for legislation to insure the maintenance of affordable and universally availa- 
ble telephone service for cdl citizens. As you are aware, we are witnessing some of 
the most dramatic and far-reaching changes in the telephone industry since the in- 
vention of the telephone by Alexander Grediam Bell decades ago. Without question, 
the AT&T divestiture will result in profound changes in the telephone industry that 
we have all come to take for granted. Thou^fh I believe that in the long term the 
divestiture will result in more choices of equipment and service, it will in the short 
term cause upheaved. The impact of divestiture itself is still somewhat uncertain, 
especiallv on the local telephone companies which will now operate independently 
of AT&T. I am concerned that many of the rate increase requests by these local 
telephone companies before state public utility commissions may be somewhat ore- 
mature. In South Dakota, a $21.5 million increase was requested, though only |7.5 
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million of the request is to mitigate the impact of divestiture and the loss of long 
distance subsidies. This is in direct conflict with testimony of AT&T Chairman, 
Charles Brown, who last year stated that divestiture would not result in increased 
costs. Unfortunately, the terms of divestiture are now set and state utility commis- 
sions will henceforth have primary responsibility for determining whether these 
rate increases are justified or not. 

Where Congress can play a significant role is in addressing the FCC access charge 
decision, which transfers billions of dollars of network costs from long distance tele- 
phone companies to local telephone customers. The FCC access rate decision was 
completely contrary to what the divestiture agreement had envisioned and will 
result in additional costs of at least $8 a month by the end of the decade. This user 
fee would be paid by local customers for access to long distance telephone lines 
whether they called long distance or not. Inevitably, the elderly and poor would 
have to forego telephone service which would further increase costs for those still 
desiring service. In my view, the access charge decision should be delayed indefinite- 
ly or amended to require continued long distance payments to local telephone com- 
panies for use of local services. Any exemption for the long distance carriers still 
using local services would be an unwarranted windfall. 

Regardless of how the access charge decision is resolved, an important and neces- 
sary safeguard would be the establishment of a Universal Service Fund (USE). This 
would insure that telecommunications services which currently allow large-volume 
customers to bypass local facilities are required to contribute to maintenance of 
local systems and services. Those areas, many of which would be in rural states like 
South Dakota, would then be reimbursed for costs above the national average. Ideal- 
ly, a formula requiring total reimbursement of all costs above 110% of the national 
average, as advocated by the National Rural Telephone Coalition (NRTC) should be 
adopted. 

Finally, I believe we have a moral responsibility to provide "lifeline service" to 
those who may be burdened beyond their ability to pay for continued service as a 
result of the changes in the telephone industry. Legislation should provide for mini- 
mum local telephone services at reduced rates for low-income and elderly persons 
who might not otherwise be able to afford continued telephone service. 

Though I have not come here today to endorse any particular legislation, I believe 
it absolutely imperative that Congress take action to limit the impact of the FCC 
access charge decision which it has been estimated will cost consumers $1 billion a 
year. There is little justification for placing the entire burden of locfid costs on local 
users when long distance carriers also utilize these local services. As stated, an ap- 
propriate safeguard for continued service in high cost areas would be the establish- 
ment of a Universal Service Fund to reimburse local companies for above average 
costs. Only with legislation restricting or eliminating the FCC access charge decision 
and the addition of a Universal Service Fund and lifeline rates will we insure that 
basic telephone service at affordable cost will continue to be a national priority. 



Statement of Hon. Edward I. Koch, Mayor, City of New York 

The telecommunications industry is at a watershed. As a direct result of the na- 
tional movement towards more telecommunications competition, the subsidy of local 
service by long distance service will be eliminated. The FCC has mandated that 
local telephone companies levy a substantial access charge for every line used by 
local telephone subscribers. This charge — which will apply to the cost of linking a 
local subscriber to the long distance network — is designed to pay a local cost that 
heretofore has been subsidized by long distance. ^ 

Logically, therefore, long distance rates will drop and consumers — big and small 
alike — will pay less. For the City of New York, however, access charges will cost an 
additional $4.78 million, the salaries of 140 police officers.' The Ci^ is not a par- 
ticularly active long distance dialer (it represents only 5% of our annual bill), never- 
theless we will have to pay access charges near equal to its entire long distance bill 
in the first year ^, rising to $7 million in the second. These charges, incidentally, are 
totally unrelated to usage. 



* These access charges are $2 per line per month for residential customers (increasing to $4 
monthly in 1986 and $6 in 1989), and $6 per line per month for business users (which will 
remain at $6 monthly through 1986, and which may rise thereafter). 

» For 150,000 City lines 

^ From $6.1 million in FY to an estimated $10.88 million 
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At the same time, experts tell us, we can expect our local dialing costs to rise 
dramatically since they will no longer be subsidized. Some experts expect loccd rates 
to double. As a corporate user, therefore, the City can expect to see these costs go 
from $20 million to $40 million annually. That's another 600 police officers. 

These extra costs will be compounded by intrastate access charges which are part 
of rate increases pending in many states. These local rate increases total $7.5 billion 
nationwide. 

If New City as a rather large corporate user * is having trouble accepting these 
increases, individual New Yorkers and thousands of businesses — large and smcdl — 
in the five boroughs will, too. 

Therefore, I share the concern of many members of Congress about the threat the 
FCC decision poses to Universal Service for the poor and needy members of our soci- 
ety. Since the 1934 Communications Act, which called for "universal service at a 
reasonable rate," we have been moving towards that ideal for all Americans. 

But for large numbers of poor and lower income New Yorkers, the $2 monthly 
access charge will be a burden — for a service that they may not even use. This in- 
crease threatens the concept of universal telephone service. This ideal must be 
maintained — our telephone system is only as good as the number of people it serves. 

As numerous studies have shown, increased utility rates have a far greater 
impact on low income households than higher income households. One such study 
showed that for households with incomes in the bottom ten percent of income 
distribution, the fraction of income devoted to utility payments was 15 percent, or six 
times that expended by households in the top ten percent ^ As a result, the $2 monthly 
access charge will place a disproportionately greater burden on the poor and those on 
fixed incomes. This may cause them to forego home telephone service, thereby 
threatening the very concept of universal service. 

It is true that the FCC decision makes provision for a "lifeline service" for the 
poor and needy, subsidized according to their need. But the implementation of this 
mandated lifeline service is insufFicienthr defined and too vague to be relied upon by 
the poor, the needy, and those who are fighting to protect them. 

The FCC's decision — the details and impact of which are still vague — can be over- 
ruled by Congressional legislation. 

TTie thrust and purpose of legislation pending in the House and Senate are identi- 
cal, and they are almost identical in their means of achieving that purpose: re- 
pealng the access charge, and establishing an alternative method of apportioning 
the costs of reconfiguring the national network in order to facilitate competition. 

One alternative method is the so-called Universal Service Fund, a well-inten- 
tioned pcdliative to lessen the impact of soaring local telephone costs. However, no 
one guarantees that this Fund will mean lower costs to consumers. Its implementa- 
tion is unclear. 

Nor is it clear that these bills will provide incentives to inefficient phone compa- 
nies to improve service, and, indeed, efficient phone companies may even have 
m£gor incentives to let service slip. These possibilities simply have not been ex- 
plored. Many experts assert that such a fund would create msgor regional differ- 
ences, favoring newer, growing systems over established systems, inefficient systems 
over efficient systems. We want to ensure local rates don't create a new class of com- 
munications poor, but we also don't want New Yorkers to subsidize less efficient sys- 
tems elsewhere. 

Another alternative is a share on so-called bypass operations, which by definition 
do not, and will not, use any common local or national telecommunications network. 
Such a charge seemingly apportions costs to those who have benefitted fi-om decades 
of technologiccd innovation, those who are seemingly best able to pay. However, will 
such a chart stifie new technological innovation? Do we want to intervene where 
new technology is being utilized to provide efficient, cost-effective service? Would 
such a charge have a deleterious impact on a msgor project like Teleport on Staten 
Island? 

The complexity and far-reaching potential of what you do here is clear: you may 
forever alter America's successful experiment with "universal service at reasonable 
cost." 

There are several critical needs: to protect the ideal of universal service especicdly 
for the poor and needy; to achieve a more realistic cost-basing pricing for telephone 
service; to encourage competition, efficiency and technolo^cal innovation; and to 
ensure the maintenance of the most advanced, most accessible telecommunications 



* FY costs: $98.7 million (est.) 

» Hill, "The Impact of Natural Gas Deregulation on American Families," Economic Outlook 
U.S.A. pp. 84-87, 85 (Autumn 1981). 
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system in the world. I am not sure that these needs are being met under any of the 
present proposals. 

It seems that all present proposals merely treat symptoms and not the underlying 
causes of premium rates for local telephone service. The key to meeting of the criti- 
cal needs is a revised local rate structure. But what comprises local rates has been, 
heretofore, extraordinarily vague. 

We must determine exactly the components of local rate increases, identify poten- 
tial economies and determine where subsidies are legitimately required. In this way 
all subscribers will know that any extra charge each month is helping pay for basic 
telephone service for an elderly couple down the block, not for telephones in the 
vacation homa of an executive. 

Whether this investigation of local rates should be undertaken at the Federal or 
state level, or both, is a matter still open for discussion. Until we've identified the 
root of the problem threatening universal telephone service — spiralling local rates — 
we should be extremely cautious about the way we structure our solutions. The 
American public can afford to use it. We don't want that to change. 

There is no "painless" solution. A price restructuring is inevitable, and disloca- 
tions will occur. But we must minimize them through a deliberate and methodical 
analytic process. 

Thank you. 



Statement by Nielsen Cochran, City Commissioner of Jackson, Miss. 

Mr. Chairman, my name is Nielsen Cochran, City Commissioner of Jackson, Mis- 
sissippi. I appreciate the opporunity to submit my written testimony regarding your 
Committee's hearings on future local telephone rate increases. This is a problem 
which needs immediate attention, and I commend you and your Committee for 
taking this step in order to address this issue. 

As a municipal elected official since 1977, it is my responsibility to see that basic 
services are delivered to our citizens, while at the same time generate an atomos- 
phere for economic and industrial growth. This must be accomplised with an under- 
standing of the limited financial resources of our citizens here in Mississippi. 

I am gravely concerned aobut recent reports that our local telephone rates "could 
double in 1984 and possibly triple by 1985 because of certain decisions made by the 
FCC and our Federal Courts. Mr. Chairman, our local consumers simply cannot 
afford this type of possible rate increeise. A lot of our citizens will have to have their 
phones removed or either do without essential life-support services if this is allowed 
to take place. 

Congress needs to take immediate action to generate an appropriate vehicle by 
which revenues can be generated in order to offset proposed higher local telephone 
rates. Our residential and rural communities will be faced with a devastating dis- 
ruption in communications if this universal problem is not resolved. 

A National policy at the Congressional level must be established in order for 
State Public Utility Boards or Commissions to properly address proposed future 
local telephone rate requests. This policy should insure the availabilitv of access to 
minimum basic telephone services to all of our citizens at a reasonable rate. I fur- 
ther recommend that a National Board be establihsed in order to continue to moni- 
tor the ever-changing technology as it relates to the telephone industry in order to 
insure proper implementation of any legislation which is adopted to insure that uni- 
versal telephone service is provided at a reasonable rate. 

This is a very confusing period for the telecommunications industry while AT&T 
is being reorganized. Our consumers must be assured that during and after this 
transition takes place that they can continue to receive this life-support service at a 
reasonable rate. We must be sensitive to the financial concerns of our consumers. 



Statement of the American Petroleum Institute 

The American Petroleum Institute (API) is pleased to have this opportunity to 
present to the Senate Committee on Commerce, Science and Transportation and the 
House Committee on Energy and Commerce its views on S. 1660 and H.R. 3621, the 
Universal Telephone Service Preservation Act of 1983. 

PREUMINARY STATEMENT 

API is a national trade association representing approximately 275 companies and 
6000 individual members. API's membership is representative of all sections of the 
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petroleum industry which are engaged in the exploration, production, refining, mar- 
keting, and transportation of petroleum and petroleum products. Among its many 
activities, API acts on behcdf of its members as a spokesman before federal and 
state agencies and legislative bodies. APFs primary committee is concerned with 
telecommunications matters is its Centred Committee on Telecommunications which 
is supported and sustcdned by more than 700 petroleum and natural gas company 
telecommunications users. 

Our comments address primarily those sections of the legislation which would 
have a significant adverse impact on privately owned and operated telecommunica- 
tions S3n3tems of petroleum and natural gas companies. API believes that the legisla- 
tion, as proposed, will erode the competitive nature of the telcommunications envi- 
ronment and discriminate against users of privately owned telecommunications sys- 
tems. 

By penalizing any entity that chooses to use such private facilities in lieu of ex- 
change access facilities, the legislation will reduce technological innovation and 
impede competition by vesting exchange carriers with a legislatively protected mo- 
nopoly over the provision of local exchange service. This, in turn, will remove incen- 
tives for exchange carriers to (1) provide high quality, reliable facilities, (2) offer 
prompt installation and repair services, and (3) make the necessary capital invest- 
ments to meet future industry needs. These developments will perpetuate existing 
exchange network inefficiencies which are the foundational reasons privately owned 
facilities came into existence. 

Clearly, these consequences would be contrary to the underlying goals of the 
AT&T divestiture and effectively discourage competitive pressures or incentives to 

{>rovide efficient service and implement new technologies to meet our nation's rapid- 
y expanding dependence on reliable telecommunications S3rstems. Therefore, API 
believes that modification of certain provisions of S. 1660 and H.R. 3621 pertaining 
to access charges, universal service charges, and notification requirements is neces- 
sary. 

ACCESS CHARGES 

1. Why API Members Use Private Telecommunications Systems 

The petroleum and natural gas industries rely heavily on a wide variety of tele- 
communications services and mcilities in cdl phases of energy exploration, produc- 
tion, refining, transportation and distribution. These industries depend heavily on 
privately owned and operated land mobile systems, microwave systems, and wireline 
telephone systems. API members are also using satellite based systems and are cur- 
rently examining the application of fiber optics systems. These S3rstems are operated 
to improve productivity and to promote safety in meeting our nation's energy needs. 
They are not used to provide "for hire" or "for profit" telecommunications services 
to third parties. Rather, API members operate their own private systems to ensure 
complete control over the availability, on a timely basis, of qucdity communications 
transmissions. This control is important because telephone company facilities, espe- 
cially the local exchange or "local loop" facilities, often cannot meet the unique 
telecommunications needs of API members; or, when such needs can be met, the 
service is frequently not available within the required time frame. 

These privately owned telecommunications systems provide for the transmission 
of voice and data traffic, including facsimile, teletype, teleprocessing, telemetry, sur- 
pervisory control, data acquisition, and remote control. Such telecommunications 
S3rstems are essentisil in order to serve diverse, and often remote, areas where the 
petroleum and naturcdgas industries must search for, produce, and transport essen- 
tial energy products. Tiie varied operating areas and conditions of the petroleum 
and naturcd gas industries create the need for the availability of nearly every basic 
form of telecommunications transmission service. 

As previously mentioned, even in areas where exchange carrier circuits can be 
secured, these circuits cannot be relied upon, in many instances, to meet API mem- 
bers' multi-faceted telecommunications requirements. A telecommunications circuit 
serving critical telemetry, control, and data operations is no more reliable than its 
weakest link. Experience has shown that the local exchange portion or "local loop" 
of any telecommunications circuit is the portion most susceptible to failure and thus 
is the weakest link in the system. Reliable telecommunications services are essen- 
tial to safe and efficient energy industry operations. The industry must have the 
flexibility to satisfy its telecommunications requirements. 

Because API members have unique operationcd and reliability requirements they 
choose to use private telecommunications S3rstems. Thus, the use of these private 
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systems is not interchangeable with the use of local exchange facilities. Accordingly, 
API submits that H.R. 3621 should be modified so as not to discriminate against en- 
tities, such as API members, which use private systems instead of exchange access 
facilities. Specifically, Section 221(eX3XBXiii) of Section 4(b) of H.R. 3621 should be 
amended to indicate that users of private systems shall not have to pay a charge 
reflecting the "availability" of exchange access facilities. There is no justification 
for imposing such access charges on private systems that do not interconnect with 
local exchange facilities, especially when such telephone facilities often cannot meet 
the needs of private system users. 

In addition, API urges that Section 221(eX4XA) of Section 4(b) of H.R. 3621 be 
clarified so that this section applies solely to entities that b3rpass exchange carrier 
facilities in order to provide a "for-hire," competitive service and does not apply to 
private systems, such as those used by API members, that do not operate on a "for- 
hire" basis. These suggested revisions will ensure that users of private systems are 
not penalized for using necessarily more reliable communications systems to meet 
their operational requirements. 

2. Access Charges Should be Cost-Based 

Legislative guidelines for lev3dng access charges should ensure that such charges 
are imposed on a cost-causative basis. Since access charges are designed to offset ex- 
change carrier costs for providing exchange access, the charges should be cost-based. 
Accordingly, private system users should only pay access charges based on the 
number of lines actually interconnected to local exchange facilities. 

In this regard, API endorses the principles set out in Section 221(eX2)(B) of Sec- 
tion 4(b) of H.R. 3621 and believes that these principles should be incorporated into 
Section 221(eX3XA) of Section 4(b). The provisions of Section 221(eX2XB) require that 
exchange carrier access charges be justified by costs and prohibit imposing access 
charges for types or elements of exchange access that are not requested and ob- 
tained. Owners of private systems should to be required to pay the costs for ex- 
change facilities that they do not use. 

UNIVERSAL SERVICE CHARGES 

Section 4 of S. 1660 and Section 5 of H.R. 3621 would amend the Communications 
Act of 1934 by providing subsidies to ensure the continued availability of universal 
telephone service at reasonable and affordable rates. API believes that cert£dn uni- 
versal service provisions should be modified in order to foster competition and pro- 
mote cost-based pricing. For example, we are concerned that the literal language of 
proposed Section 410(e), as embodied in Section 6 of S. 1660, could be construed to 
proscribe or prohibit the use of any private telecommunications facilities. While the 
section requires "intent" to deprive an exchange company of access charge rev- 
enues, the provision could apply to any voluntary selection of private systems over 
local exchange facilities, thereby prohibiting the use of private systems cdtogether. 

Although this section appears to be designed to penalize entities who fraudulently 
avoid paying access charges, its practical effect would be to penalize users of private 
systems in the areas previously described. This will deter the deployment of new 
and innovative technologies and deprive the energy industry of the freedom of 
choice in selecting the means of meeting its critical telecommunications require- 
ments. Accordingly, the language should be modified so that use of private systems 
in lieu of exchange access facilities would be acceptable. 

In addition, API believes that the universal service charges as proposed in Section 
201(cXl) of Section 4 of S. 1660 should be based solely on the number of lines that 
actually interconnect to local exchange facilities. 

NOTIFICATION REQUIREMENT 

The notification requirement in Section 221(eX6XA) of Section 4(b) of H.R. 3621 is 
unduly burdensome and should be eliminated. This provision requires virtucdly all 
owners of communications equipment who do not use the local exchange to notify 
the local exchange carrier, Federal Communications Commission, and appropriate 
State commissions. In addition to creating additional federal and state regulation, 
this requirement will impose a costly and unwarranted burden upon all affected en- 
tities. This reporting requirement could be eliminated by requiring an exchange 
access subscriber to pay access charges based solely on the number of lines that ac- 
tually interconnect to local exchange facilities. 
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Statement of Tom Krajewski, Vice President of Agricultural (Cooperatives, 
Governmental Affairs at the Cooperative League of the USA 

Mr. Chairman, members of the committee. My name is Tom Krsgewski. I am vice 
president of agricultural cooperatives, governmental affairs at the Cooperative 
League of the USA. I appreciate the opportunity to appear before you today to 
speak on behalf of the members of the Cooperative League, a trade association rep- 
resenting the American cooperative business community, and especially on behalf of 
our rural telephone cooperative members and the rural residents they serve. The 
Cooperative League supports all efforts in order to continue our universal telephone 
system presently in place. 

Rural telephone cooperatives first came into existence as an answer to the grow- 
ing need of rural residents to be able to communicate via telephone with other per- 
sons in nearby or distant areas and to be able to communicate as easily as urban 
dwellers. 

The Bell System did not see an economic benefit to providing rural areas with 
telephone service which forced the rural area residents to form their member-owned 
telephone cooperatives in order to have access to affordable telephone service and 
its economic and social benefits. 

Over the years America's telephone system has grown and developed into the best 
S3rstem in the world. The AT&T divestiture and the advent of specialized long-dis- 
tanced telephone service companies serving high-volume users has brought into 
question continued access to high-quality telephone service by all of America. 

The ability to bypass long-distance S3rstem specialized telephone companies re- 
duces the trafHc on regular long-distance facilities thereby increasing the per unit 
costs for normal long-distance service. This cost will be borne by those who are not 
high volume users causing them to discontinue their service. To deprive certain cus- 
tomers of access to telephone service, affordable telephone service is to jeopardize 50 
years of work attaining nearly universal service. 

Since the AT&T divestiture, the FCC has designed an access charge mechanism 
where all subscribers will be charged a monthly flat rate in order to be able to 
make interstate calls. In addition to the flat rate charge there will be usage charges 
with the greater burden of these costs falling on customers in the rural areas as the 
telephone companies serving these areas incur higher unit costs in comparison to 
most other telephone companies. 

The FCC has also added the universcd service fund as a means to help these 
higher per unit cost companies keep access charges at a reasonable level. Gathered 
from funds collected from all long-distance users, it will have a positive effect on the 
availability for all customers of a universcd phone S3rstem. 

The value of a telephone is not in the answering of a call from Sears, but in the 
calling of my Uncle Joe in Babbit, Minnesota. The value to Sears of course is to be 
able to call both of us. Everyone benefits from universal service — everyone should 
pay for it. Sears and other msgor and minor businesses may find it economical to by- 
pass the main system but without adequate support They may find far fewer cus- 
tomers at the other end of the line. 

The Cooperative League supports the idea that bjrpassers of local telephone facili- 
ties should be made to contribute to the upkeep of our current universal system 
through the universal service fund. 

The technology of 1983 requires legislation to continue Congress's original man- 
date assuring the continuation of America's universcd telephone S3rstem and avail- 
ability of access to it at an equitable rate. 

The Cooperative League on behalf of its members supports the original intent of 
Congress to ensure that citizens in all areas of the United States continue to have 
access to affordable telephone service and to ensure that we continue to have access 
to each other through the telephone. 

Thank you. 



Statement of the Utilities Telecommunications Council 

The Utilities Telecommunication Council (UTC) is pleased to have this opportuni- 
ty to present the Senate Committee on Commerce, Science and Transportation and 
the House Committee on Energy and Commerce with its views on S. 1660 and H.R. 
3621, the Univers€d Telephone Service Preservation Act of 1983 (the Act). 
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I. PREUMINARY STATEMENT 

UTC is the national representative on telecommunications matters of the nation's 
electric, gas, water, and steam utilities (''Energy Utilities''). More than 2,000 of 
these Energy Utilities are members of UTC. They range in size from large investor- 
owned or municipally-owned urban utilities providing gas, electric, water, and steam 
services to several millions of consumers to small rural electric cooperatives and 
small water districts serving only a few thousand customers. 

II. SUMMARY OP CONCERN 

UTC is concerned that the proposed legislation will stifle competition and foster a 
monopoly of the local exchange at a time when competition should be encouraged. 
UTC is also concerned that the legislation will have an adverse impact upon tiie 
privately owned and operated telecommunications systems of the nation's Energy 
Utilities and that this impact will, in turn, jeopardize the provision of vital utility 
services to the American public. 

III. DISCUSSION 

A. "Bypass" or "Non-Use" Penalties Will Foster Monopoly in Local Exchan^ at a 
Time When Competition Should Be Promoted to Maintain Universal Telephone 
Service 

Section 6(a) of the Senate bill would add a new subsection (e) to Section 410 of the 
Communications Act of 1934, which would essentially prohibit any bypass of the 
local exchange. Specifically, subsection (e) provides a fine of up to $100,000 for 
anyone b3rpassing the local exchange. Although it does require "intent" to deprive 
an exchange company of access charge revenues, the provision could be interpreted 
to include anyone who chooses not to access the local exchange. 

Similarly, under the access charge scheme proposed in the House bill, anyone who 
indirectlv interconnects to or bypasses local exchange facilities will have to pay a 
"nonuse ' or "bypass" penalty reflecting the availabUity of local telephone facilities 
as an alternative. See proposed §§ 221(eX3XBXiii) and 221(eX4XA). 

UTC assumes these penalties were included because the Committees believed they 
were necessary to ensure universal telephone service. This is, however, a misconcep- 
tion. The penalties foster the existing monopoly in local exchange services by dis- 
couraging all alternative means of local exchange and access service, including the 
use of private telecommunications systems even though these private telecommuni- 
cations systems are needed to provide a degree of reliability and, in some cases, ca- 
pacity not found in the local loop. These bills also attempt to ensure universcd serv- 
ice by keeping local telephone rates at a low level through "access charge" pay- 
ments from long-distance telephone carriers (and thus, their customers) and opera- 
tors of private systems. 

An alternative way to maintain low local exchange telephone rates and thus 
maintain, if not improve, universal service is to encourage competition in local ex- 
change services similar to what has already been done in the areas of Customer 
Premises Equipment (CPE) and interexchange telephone service. If the $10 tele- 
phone and plummeting prices for interexchange telecommunications service are the 
result of competition, competition should also bring about a similar effect in the 
local exchange market. Insofar as universal service is concerned, it would be in the 
self-interest of -sdl thexompetitois in th& market to work out arrangements whereby 
customers employing different systems could inter-communicate with each other, n 
the market does not accomplish this, it could be brought about by appropriate regu- 
lation. However, UTC believes that the market influence would be so strong as to 
obviate the necessity of any government intervention to maintain universality, as, 
again, it would be in the b^t interest of all competitors in a market to ensure that 
their customers can communicate with all other customers in that market. 

Therefore, rather than placing restraints on systems which could be competitive 
with the existing local exchange companies (i.e., cable systems, new fiber optic 
system competitors, and cellular radio systems), UTC suggests that it would be in 
our nation's best interest for Congress to encourage competition in the local ex- 
change market, as has already been done in the interexchange and CPE markets. 

Judge Harold Greene in his opinion in United States v. Western Electric et aL, (Ci. 
Ac. 82-0192) filed April 20, 1983 stated, at p. 32, that with respect to intra-LATA 
competition to local exchange carriers from interexchange cfuriers: 

"[T]he lack of competition in this market [intra-LATA] would constitute an intol- 
erable development. The opening up of competition lies at the heart of this lawsuit 
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and of the decree entered at its conclusion and the significant amount of traffic that 
is both intrastate and intra-LATA should not reserved through the monopoly carri- 
er." 

Thus, UTC urges that these bills be purged of those provisions which place re- 
straints on systems, private or otherwise, which are dubbed "b3rpass" systems. Fur- 
thermore, any legislation adopted should encourage the iivjection of competitive 
forces into the local exchange market. 

UTC suggests that fair and reasonable access charges, based on actual usage of 
the local exchange service by those inter-LATA or interexchange carriers who inter- 
connect to the local exchange system, would provide the necessary ''cushion" during 
the transition from a fully regulated to a fully competitive local exchange market. 
Maintaining an absolute, ironclad monopoly on local exchange service would deter 
technology as well as reduce the reliability of essential communications, such as 
those needed by the Energy Utilities, and flies in the face of over 25 years of evolu- 
tion in the American telecommunciations market, specifically the Modified Final 
Judgment as approved by the Court. 

Continued monopoly in the local loop would contravene the primary purpose of 
the Act — to promote universal telephone service — by driving local telephone rates 
upward. It would hardly ''encourag[e] continuing improvements in telecommunica- 
tions techologies and service . . ." ^ or ''establish incentives for efficient investment 
decisions and technological choices. . . ." ^ 

For the reasons discussed above, competition, not monopoly, should be fostered 
with regard to local exchange. Accordingly, the "b3rpass" and "nonuse" penalties 
should be removed from the Act. If, however, the Committees are not persuaded by 
the arguments supra, UTC submits that the private not-for-hire systems oeprated by 
Energy Utilities should be excluded from the penalties. 

UTC opposes assessment of a "bypass" or "non-use" penalty against Energy Utili- 
ties operating private not-for-hire systems which are either indirectly interconnect- 
ed or not interconnected at all with the local exchange because such penalties would 
threaten the Energy Utilities' ability to provide vital utility services to the Ameri- 
can public. The "bypass" or "non-use" penalties are based on a fundamentcd miscon- 
ception regarding the reasons for which private systems are used. The Act assumes 
that the use of private systems is interchangeable with the use of local exchange 
services, and that one can be substituted for the other. Therefore, it erroneously as- 
sumes that operators of private systems would bypass the local exchange or choose 
not to subscribe to local exchange facilities for the sole purpose of avoiding charges 
imposed by the local telephone companies. However, Energy Utilities operate pri- 
vate systems because they need redundant communications and systems under their 
control, and because they cannot obtain from the local telephone companies the 
quality or reliability of service which theyrequire. 

The Energy Utilities represented by UTC rely upon a wide variety of telecommun- 
ciations systems in all phases of their operations. The term "private telecommuncia- 
tions system" refers to not-for-hire, user-provided telecommunications facilities 
which are used to support a user's primary business activity. The term includes 
user-owned and operated private land mobile radio systems, private operational- 
fixed microwave systems, electric utility power line carrier systems, user-owned wir- 
eline telephone systems and voice and data switching systems, user-owned satellite 
earth stations, user-owned fiber optics systems, to include any future transmission 
mediums. These systems are essential in order to service specialized industry needs 
and to provide communications which are under the user's control at all times. 

Energy Utilities began installing their own private telecommunications systems 
because common carrier services were unavailable or could not adequately meet 
Energy Utilities' requirements. Specifically, common cfuriers have not been able to 
provide the high degree of reliability necessary for efficient provision of continuous 
utility services; nor have they been able to provide in many cases the types of serv- 
ices necessary to perform the functions required by the Energy Utilities. In order to 
carry out the task with which the Ener^ Utilities have been charged, namely that 
of providing utility services to the American public on a continuous basis 24-hours-a- 
day, seven days a week. Energy Utilities must have extremely reliable telecommuni- 
cations which are always under their absolute control, peu-ticularly in emergency 
situations. This was highlighted in the Advisory Committee Report to the Federal 
Power Commission, entitled "Prevention of Power Failures," released in June of 
1967, which directed that: 



» Sec. 2 of S. 1160. 

2 Sec. 3 of S. 1660, proposed § 221(eX4). 
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''All critical communications facilities, particularly those having to do with relay- 
ing and control of important circuits and other system elements, should be the re- 
sponsibility of the operating utility and under its complete control. [Emphasis added.] 
Volume II, p. 23. 

While that Report dealt with communication for electric systems, the same basic 
considerations apply equally well to private communications systems of other gas 
and water utilities. 

Without the ability to operate private systems, Energy Utilities would be without 
reliable communications systems under their complete control. Utility services to 
the American public would be subject to serious disruptions (such as occurred in the 
1965 Northeast Blackout). Very few segments of the public, industry or government, 
including the defense establishment, can effectively function without vital Ener^ 
Utility services. Disruptions in utility service can seriously affect the safety of me 
and property and impair the public welfare. 

Put simply, operators of private systems, particulary those of the essential Energy 
Utilities, should not have to pay the "b3rpass" or "nonuse" charges due to the fact 
that local exchange facilities are not a comparable alternative to private facilities. 
The private systems of Energy Utilities do not pose a meaningful threat to the con- 
tinued viability of the local telephone companies. Accordingly, in the House bill, 
proposed Section 221(eX3XBXiii) should be modified as follows (deleted language is 
indicated by brackets): 

"(iii) a charge reflecting the availability of the facilities of the exchange carrier 
for exchange access as an alternative for indirectly interconnecting interexchange 
carriers [and interexchange customers] to the extent such facilities are not used for 
exchange access by such carriers [and customers,] and 

For the same reasons, proposed Section 221(e)(4XA) should be clarified to indicate 
that its application is limited to entities that bypass local exchange facilities in 
order to provide "for-hire" services competitive with local exchange, and not pri- 
vate, i.e., non-common carriers systems which do not operate on a for-hire baisis. 
This could be accomplished by adding the following qualifying statement to the end 
of Section 221(eX4XA): 

"This section shall not apply to any private system operated on a not-for-profit 
basis that bypasses exchange facilities. 

In the Senate bill, clarifying or explanatory language should be included in the 
Report accompan3ring the legislation so that private systems which bypass the local 
exchange are not subject to the penalty provided for in proposed Section 41(Ke). 

B. Access Charges Should Be Cost-Based 

Another area of concern in the Act relates to the assessment of access charges. 
The Act does not offer any guidance on which telephone lines access charges will be 
imposed. For example, a t3rpical private system may involve a Private Branch Ex- 
change (PBX) facility located on an Energy Utility's premises. A large number of in- 
house station lines, e.g, 100 to 1000, may be connected to this PBX to provide inter- 
connection within the Energy Utility's premises. This PBX usually is connected to a 
telephone company exchange switch at the nearest central office by a number of 
lines which provide private exchange access to some or all of the stations on the 
PBX. These PBX-to-central-office lines typically provide access to the local ex- 
changes of the exchange carrier, and also provide access to WATS and message toll 
services. Where private systems exist, channels which provide inter-LATA or inter- 
exchange communications are connected to the customer's premises PBX. These cir- 
cuits typically are used to provide in-house communications on the customer's net- 
work and in many, if not most cases, are restricted from accessing the local ex- 
change network through the premises PBX. In these cases, the exchange facilities 
are not accessed to carry traffic from the private inter-LATA or interexchange cir- 
cuits. In this situation, the private system operator should not be forced to pay an 
access charge on the lines between the customer's premises PBX and the exchange 
carrier switch which are there to handle local exchange traffic only. 

However, in some private systems, automatic access to the local exchange carrier 
is provided indirectly through the premises PBX to the local exchange for private 
circuits which carry inter-LATA or interexchange traffic over the central office 
trunks from the premises PBX to the exchange carrier's central office switch. Such 
access may be provided over all such trunks or over only a few. 

If access charges are to be imposed, they should only be imposed on those circuits 
which actually carry private inter-LATA or interexchange circuits to the exchange 
carrier's switch. Where such access is not provided, no access charge should be im- 
posed. 
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Although the logical assumption is that access charges will be imposed only on 
the lines which actually access the local exchange facilities rather than those which 
might or which have the necessary capability, such an essential determination 
should not be left to speculation. Clearly, the basis of an access charge is to compen- 
sate the local exchange for providing exchange access. Hence, the charges should be 
cost-based and limited to services actually provided and obtained. 

In this regard, UTC endorses the language set forth in proposed Section 
221(eX2XB) of the House bill which outlines access charge requirements applicable 
to interexchange carriers that directly interconnect with local exchange facilities. 
The same principles should be applied to "persons who indirectly interconnect.'' 
Also, new language should be added to clarify that access charges will be assessed 
only on the private system inter-LATA or interexchange lines which actually access 
the local exchange, not on those which merely have the capability but do not in fact 
do so. Accordingly, proposed Section 221(eX3XA) of the House bill should be amend- 
ed as follows (New language is underscored): 

"(3XA) Such system shall provide that an exchange common carrier shcdl submit 
to the Conmussion a tariff for exchange access available from such carrier for inter- 
exchange Cfuriers or other persons who indirectly interconnect with the facilities of 
such exchange carrier. Each tariff must comply with the requirements of Section 
221(eX2XB) and apply solely to the lines actually interconnected to local exchange 
facilities for the purpose of transmission of inter-LATA or interexchange traffic. 

With regard to the Senate bill, a new subsection (0 should be added to Section 
221. The provision would read as follows: 

"(f) For purposes of section 221(e), exchange access charges shall be assessed solely 
on the lines actually interconnected to local exchange facilities for the purpose of 
transmission of inter-LATA or interexchange traffic." 

Similarly, proposed section 201(cXl) of the Senate bill should be modified to clarify 
that the universcd service charge would only be applied on inter-LATA or interex- 
change private system lines actually accessing local exchange facilities: 

(New clarifying language is in italic.) 

"((cXD The joint bcSuxi established pursuant to section 41(Kd) of this Act shall es- 
tablish a universal service charge schedule to insure that basic telephone service 
will be available at reasonable rates throughout the United States. Such schedule 
shall take effect on January 1, 1986, or on the date of the termination of the current 
subscriber plant factor compensation arrangement, whichever first occurs. Such 
schedule shall designate universal service costs to be allocated to the Federal juris- 
diction and provide for their collection by means of a universcd service charge that 
is payable based on the number of inter-LATA or interexchange private system lines 
actually interconnected to local exchange facilities bv any inter-LATA carrier or any 

{)rovider of inter-LATA services or private system that connects directly or indirect- 
y to any exchange Cfurier or any local exchange switched network used to provide 
biasic telephone service. 

C. The Notification Provision in the House Bill is Unduly Burdensome 

Section 221(eX6XA) of the House bill would apparently require anyone who owns 
or operates a telecommunication system to notity the exchange carriers, the Federal 
Communications Commission and the appropriate state commissions. This provision 
is unnecessarily burdensome and overinclusive. If, as recommended, access charges 
are assessed based on facilities actually used, operators of private systems should be 
excluded from the notification requirement. 

IV. CONCLUSION 

UTC recommends that the "bypass" and "nonuse" penalties be deleted from the 
Act. Additionaly, UTC recommends that the Act be clarified so as to provide that 
access charges are to be cost-based and assessed only on services actually used. 

UTC greatly appreciates this opportunity to submit comments on S. 1660 and HH. 
3621 and would be pleased to discuss any aspect of these comments further, or to 
provide additional information. In this regard, please do not hesitate to contact our 
counsel, Charles M. Meehan or Shirley S. Fujunoto of Keller and Heckman tit (iiU) 
457-1100. 



Statement op the Association op Data Communications Uberi* 

The Association of Data Communications Users (ADCU) appreciates thi« oppor^ 
nity to submit to the Committee on Commerce, Science, and Transporiation tK 
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Statement on S. 1660 and related issues concerning the preservation of universal 
telephone service. 

I. INTRODUCTION 

A. ADCU Organization and Purpose 

The Association of Data Communications Users (ADCU) is the national repre- 
sentative for more than 175 companies and institutions which rely extensively on 
data communications as a cornerstone to providing quality goods and services to the 
public. ADCU represents a broad cross-section of companies and organizations, e,g., 
banks, insurance companies, utilities, petroleum companies, universities, and manu- 
facturers which produce the entire gamut of consumer products. Two-thirds of 
ADCU's membership consists of Fortune 500 companies, with the remaining mem- 
bership constituting smaller companies and organizations with annual sales of $25 
million to $50 milRon. Irrespective of the precise nature or size of the members' 
businesses, ADCU members all depend heavily upon data communications in con- 
ducting their day-to^y operations. ADCU members conduct a substantial portion 
of their business activities through the telecommunications network. For many of 
the businesses represented by ADCU, teleconmiunications expenditures represent a 
substantial cost of doing business. Hence, ADCU members are vitally and directly 
affected by the telecommunications policy proposals embodied in S. 1660. 

ADCU members rely on private telecommunications systems, which tjrpically are 
comprised of extensive intercity private line leased voice and data transmission cir- 
cuits. These systems also include privately-owned and operated microwave systems, 
wireline telephone svstem, fiber optics systems, and satellite earth stations. These 
systems are not used to provide "ror hire" or "for profit" telecommunications serv- 
ice to third parties. Rather, the primary reason ADCU members operate therir own 
private systems is to ensure complete control over the availability of quality com- 
munications transmissions. This control is particularly important because local ex- 
change carriers are generally unable to handle ADCIJ members' data transmission 
requirements, especially with respect to bandwidth and speed. 

American businesses are becoming increasingly dependent upon the use of data 
communications equipment, systems, and services. Tnis trend will continue to in- 
crease in the business community as technological developments and greater effi- 
ciencies evolve. These improvements in data communications, equipment, services, 
and systems will not be realized, however, unless business and other users are as- 
sured of access to quality communications at reasonable rates. 

II. AREAS OF SPECIFIC ADCU CONCERN 

Access Charges 

A. Cost-Based Access Charges 

ADCU members support the payment of their "fair share" for use of exchange 
access facilities. To meet, however, the statutory obiective embodied in proposed Sec- 
tion 221(eXlXB) of achieving "equitable treatment of all persons who access local 
exchange facilities, ADCU submits that assignment of exchange access costs should 
be imposed on a cost-causative basis. ADCU believes that since the basis for impos- 
ing access charges is to compensate local exchange carriers for providing exchange 
access, the access charge tariffs must not require parties to pay for any exchange 
access that is not specifically provided by an exchange common carrier. Accordipi^, 
Section 3 of S. 1660 should be amended to refiect that access charges paid by private 
system users are cost-based. This could be accomplished by adding the following new 
subsection "(f)" to Section 221 (new language in italic): 

(f) For purposes of Section 221(e), exchange access charges shall he assessed solely 
on the lines actually interconnected to local exchange facilities. 

This proposed amendment will ensure that private system users will not pay 
access charges for facilities which do not access the local network. 

Furthermore, in order to promote the concept of cost-based pricing, subscribers of 
dedicated private lines should be exempt from pa3ring access charges because this 
type of service does not utilize exchange access facilities and imposes no cost bur- 
dens on the local public switched network. Private line service offerings provided by 
interexchange carriers consist of transmission channels between or among points as 
specified by the user. As a dedicated, non-switched service, private line channels in- 
volve no marginal costs of usage. Once the private line facility is installed, there is a 
direct connection from the end user to the interexchange carrier, and the level of 
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usage or loading of the channel generates no further costs to the exchange network. 
Since rates charged for private line service are already cost-based, exempting pri- 
vate line users from paying access charges would provide an efficient rate structure 
and facilitate efficient use of private line transmission plant. 

B. Users of Private Systems That Bypass Exchange facilities Should Not Pay Access 

Charges 

There is a growing misconception that customers bypass exchange carriers in 
order to avoid paying rate increases or when rates charged for the provision of serv- 
ice are in excess of the costs. Based on this misconception, some legislative proposals 
(i.e., H.R. 3621) would require users of privately-owned telecommunications systems 
that do not utilize exchange access facilities to pay access charges because such 
users often rely on the "availability^^ of the local telephone company as a back-up to 
the private systems. There is no basis for assuming that the use of private systems 
is interchangeable with use of local exchange service. As will be discussed, this pre- 
sumption is erroneous. 

The private telecommunications systems used by ADCU members are designed 
and operated so that users can obtain services that local telephone companies either 
do not now generally provide or are incapable of providing. For example, users con- 
struct privately owned and operated microwave, satellite, and fiber optics sjrstems 
for the simple reason that the Bell System is unable to handle information at the 
speed and bandwidth necessary for data transmission on a large scale. The tele- 
phone network was designed for analog voice transmission, with a frequency band- 
width of 4000 Hertz (Hz). In transmission over the Direct Distance Dialing Network, 
the 4000 Hz can handle 4800 bits per second (bps) or, with some sacrifice of accura- 
cy, 9600 bps.^ Thus, with the widespread use of large computers and the need to 
transmit at high speed large amounts of data to and from databanks, use of private 
systems is essential to meeting ADCU members' data communications require- 
ments. 

Accordingly, the demand for and reliance on private systems is inelastic; local ex- 
change service is simply not a viable substitute for high speed data transmissions. 
Use of privately-owned systems, therefore, is not a matter of choice but of necessity 
because exchange carriers do not have the required capabilities to handle ADCU 
members' data transmissions. Hence, the cost and availability of local exchange 
service may not be considered the primary or even a contributory factor in the utili- 
zation of private systems. Thus, legitimate concerns for protection of exchange 
access carriers are not involved and users of private systems should not have to con- 
tribute to the local telephone company's costs because these users cannot rely on 
exchange facilities as an alternative to their private systems. 

Furthermore, legislative provisions that require users of private systems to pay 
access charges to reflect the availability of exchange access facilities will be destruc- 
tive to a growing, competitive telecommunications industry and will have a chilling 
effect on the deployment of new technologies. Imposition of access charges on pri- 
vate system users will eliminate any incentive to develop and deploy new technol- 
ogies. The legislation would thwart efficiency and competitive service offerings by 
imposing access charges for usihg innovative systems that do not engage exchange 
access facilities. Such a result would dampen technological progress and undermine 
the goal of fostering competition. 

Based on the foregoing conceptual framework and the underl3ring needs of data 
communications users, ADCU submits any legislation enacted to ensure the avail- 
ability of universal service at reasonable rates must not penalize entities that utilize 
private S3rstems in lieu of exchange access facilities. The legislation should be draft- 
ed to reflect the fact that private systems are not a substitute for the availability of 
exchange access facilities. 

UNIVERSAL SERVICE CHARGE 

Section 4 of S. 1660 would amend the Communications Act of 1934 by establishing 
a univers€d service charge to ensure the continued availability of universal tele- 
phone service at reasonable and affordable rates. In order to ensure that parties pay 
universal service charges based only on exchange facilities that are actually used to 
provide exchange access, proposed subsection 201(cXl) should be amended as follows 
(new language in italic): 



* Importantly, circuits providing the latter capacity bypass the local exchange. 
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"(cXD The joint board established pursuant to section 410(d) of this Act shall es- 
tablish a universal service charge schedule to insure that basic telephone service 
will be available at reasonable rates throughout the United States. Such schedule 
shall take effect on January 1, 1986, or on the date of the termination of t^e current 
subscriber plant factor compensation arrangement, whichever first occurs. Such 
schedule shall designate universal service costs to be allocated to the Federal juris- 
diction and provide for their collection by means of a universal service charge that 
is payable based on the number of lines that actually interconnect to local exchange 
facilities by any interLATA carrier or any provider of interLATA services or pri- 
vate system that connects directly or indirectly to any exchange carrier or any local 
exchange switched network used to provide basic telephone service.'' 

ADCU also believes that the legislative provisions underl3ring the establishment 
and imposition of the universal service charges must be amended in order to ccury 
out their intended purposes. For example, although the universal service charge is 
designed to provide relief to many Americans, especially the poor, elderly, handi- 
capped, and those living in high-cost urban and rural areas, there are no assurances 
that the truly needy will derive any direct benefit. Importantly, there are no specif- 
ic provisions or criteria to ensure that the contributions for universal service costs 
are disbursed to the intended beneHciaries. It should be recognized that it is more 
efficient to direct subsidies to individuals, not exchanges or telephone companies. 
Without appropriate safeguards, the legislation can also produce such anomalous re- 
sults as wealthy citizens being subsidized rather than or along with the truly needy. 
Accordingly, the legislation must be amended to establish eligibility criteria for tele- 
phone subscribers who are subsidized by universal service charges. 

ADCU is also fundamentally concerned that because the Fund provides virtually 
automatic compensation to BOCs with non-trafHc sensitive facilities in excess of 110 
per centum of the national average, it could have the adverse effect of promoting 
inefficient local exchange service. The absence of effective procedures and criteria 
will remove incentives for provision of high quality exchange service and perpetuate 
inefficiencies by exchange carriers. ADCU therefore believes that specific safeguards 
must be designed to eliminate the potential abuses that can emerge. 

Exchange carriers are not defenseless against the bypass threat. They have the 
capacity to upgrade their network through the addition of readily available new 
technologies and through the integration of new concepts into their systems. Al- 
though exchange carriers have ample technological resources to combat many types 
of bypass, payments from the Fund may mitigate against the need to upgrade the 
quality of exchange service. 

Furthermore, the threshold percentages used to allow an exchange Cfurier to re- 
ceive universal service cost fail to consider situations where exchange carriers pro- 
vide service to wealthy communities where the cost-of-living is in excess of 110 per 
centum of the national average. In such instances, although the exchange carriers 
are serving such high cost areas, comparisons with the national average and the 
need for subsidies from the universal service charges are inappropriate, fi* high cost 
areas require contributions from the universal service charge, this should be done 
on an exchange by exchange basis, and not according to company. ADCU believes 
that the legislation should be amended to account for these situations and to ensure 
that only intended beneficiaries are subsidized by universal service charges, if they 
are ultimately implemented. 

UNIVERSAL TELEPHONE SERVICE JOINT BOARD 

ADCU supports Section 6 of S. 1660 with respect to the composition of the of the 
Universal Telephone Service Joint Board. ADCU believes that the number of POC 
representatives on the Board should be greater than the number of State commis- 
sion representatives. 

ADCU is concerned, however, that the literal language of proposed Section 410(e) 
as embodied in Section 6 of the Bill, could be construed to prohibit the use of any 
privately-owned facilities. While Section 410(e) requires "intent" to deprive ex- 
change carriers of access charge revenues, this provision could be applicable to any 
entity that utilizes a private system instead of local exchange facilities. While 
ADCU recognizes the importance of providing penalty provisions to ensure that par- 
ties comply with the scheme of access charges devised by the Board, ADCU mem- 
bers should not be penalized for the considerable investments they have made in 
their private telecommunciations systems. Accordingly, the language of Section 
41(Xe) should be modified to clarify that the use of private systems in lieu of ex- 
change facilities is not illegal. 
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FEDERAL COMMUNICATIONS COMMISSION JURISDICTION 

ADCU supports the proposal embodied in Section 5 of S. 1660 that would allow 
the Federal Communications Commission (FCC) to assert jurisdiction over inter- 
LATA telephone service. In light of the recent divestiture of the Bell System, ADCU 
believes that this amendment to the Communication's Act of 1934 will enhance the 
FCC's ability to promote the purposes of the Act and serve the public interest. 

ADCU appreciates the opportunity to express its views on this important legisla- 
tion and stands prepared to offer any further information or assistance to the Com- 
mittee. 



Statement of the Association of Data Communications Users 

The Association of Data Communications Users (ADCU) appreciates this opportu- 
nity to submit to the Committee on Energy and Commerce its Statement on H.R. 
3621 and on related issues concerning the preservation of universal telephone serv- 
ice. 

I. INTRODUCTION 

A. ADCU organization and purpose 

The Association of Data Communications Users (ADCU) is the national repre- 
sentative for more than 175 companies and institutions which rely extensively on 
data communications as a cornerstone to providing quality goods and services to the 
public. ADCU represents a broad cross-section of companies and organizatioins, e.g., 
banks, insurance companies, utilities, petroleum companies, universities, and manu- 
facturers which produce the entire gamut of consumer products. Two-thirds of 
ADCU's membership consists of Fortune 500 companies, with the remaining mem- 
bership consituting smaller companies and organizations with annual sales of $25 
million to $50 million. Irrespective of the precise nature or size of the members' 
businesses, ADCU members all depend heavily upon data communications in con- 
ducting their day-to-day operations. ADCU members transact a substantial portion 
of their business activities through the telecommunications network. For many of 
the businesses represented by ADCU, telecommunications expenditures represent a 
substantial cost of doing business. Hence, ADCU members are vitally and directly 
aifected by the telecommunications policy proposals embodied in H.R. 3621. 

ADCU members rely on private telcommunications systems, which t3rpically are 
comprised of extensive intercity private line leased voiice and data transmission cir- 
cuits. These systems also include privately-owned and operated microwave systems, 
wireline telephone systems, fiber optics systems, and satellite earth stations. These 
systems are not usea to provide "for hire or "for profit" telecommunications serv- 
ice to third parties. Rather, the primary reason ADCU members operate their own 
private systems is to ensure complete control over the availability of quality com- 
munications transmissions. This control is particularly important because local ex- 
change carriers are generally unable to handle ADCU members' data transmission 
requirements, especially with respect to bandwidth and speed. 

American businesses are becoming increasingly dependent upon the use of data 
communications equipment, systems, and services. This trend will continue to in- 
crease in the business community as technological developments and greater effi- 
ciencies evolve. These improvements in data communications, equi^Hnent, services, 
and systems will not be realized, however, unless business and other users are as- 
sured of access to quality communications at reasonable rates. 

B. Summary of ADCU statement 

ADCU prefaces its statement by noting that although it supports the concept of 
universal telephone service and recognizes a social need to provide such service, cer- 
tain provisions of the Bill, unless amended, will erode the competitive nature of the 
telecommunications environment and discriminate against users of private telecom- 
munications systems. In this regard, ADCU believes that certain modifications to 
H.R. 3621 are necessary to ensure to all users, including business users, the avail- 
ability of a quality, reasonably priced national telecommunications network. Specifi- 
cally, ADCU is proposing that H.R. 3621 be modified to ensure that owners of pri- 
vate systems are not penalized for using their systems in lieu of exchange facilities; 
access charges paid by private system users be cost based; subscribers of dedicated 
private lines be exempt from paying access charges; appropriate safeguards and cri- 
teria be interjected in the Universal Service Fund provisions to ensure that intend- 
ed beneficiaries are subsidized and that the Fund does not promote inefficient local 
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exchange service; and that private users who do not connect with exchange access 
facilities be exempted from notification requirements. 

II. AREAS OF SPECIFIC ADCU CONCERN 
ACCESS CHARGES 

A. Why ADCU members use private telecommunications systems 

The proposed le^lation presumes that customers bypass exchange carriers in 
order to avoid paying rate increases or excessive rates. Based on these assumptions, 
the legislation wouldf require users of privately owned and operated systems to pay 
access charges because such users in effect rely on the ''availability of the local 
exchange facilities as a back-up to the private systems. As will be discussed, the leg- 
islation improperly assumes that the use of private systems is interchangeable wiui 
use of local exchange service. 

The private telecommunications systems used by ADCU members are designed 
and operated so that users can obtain services that local telephone companies either 
do not now generally provide or are incapable of providing. For example, users con- 
struct privately owned and operated microwave, satellite, and fiber optics systems, 
for the simple reason that the Bell System is unable to handle information at the 
speed and bandwidth necessary for data transmission on a large scale. The tele- 
phone network was designed for analog voice transmission, with a frequency band- 
width of 4000 Hertz (Hz). In transmission over the Direct Distance Dialing Network, 
the 4000 Hz can handle 4800 bits per second (bps) or, with some sacrifice of accura- 
cy, 9600 bps.^ Thus, with the widespread use of large computers and the need to 
transmit at high speeds large amounts of data to and from databanks, use of private 
systems is essential to meeting ADCU members' data requirements. 

Accordingly, the demand for and reliance, on private systems is inelastic; local ex- 
change service is simply not a viable substitute for high speed data transmissions. 
The use of privately-owned systems, therefore, is not a matter of choice but of neces- 
sity because exchange carriers do not have the required capabilities to handle 
ADCU members' data transmissions. Hence, the cost and availability of local ex- 
change service may not be considered the primary or even a contrubutor^r factor in 
the utilization of private systems. Thus, legitimate concerns for protection of ex- 
change access carriers are not involved and users of private systems should not 
have to contribute to the local telephone company's costs because these users cannot 
rely on exchange facilities as an alternative to their private systems. 

'The legislative proposal for imposing access charges on entities that do not utilize 
the public switched network is also contrary to the purpose clause of Section 2(bX4) 
of the legislation. This provision states that the Universal Telephone Service Preser- 
vation Act of 1983 is intended "to assure that the economy, general welfare, and 
national security of the United States will benefit from continuing improvements in 
telecommunications technology and the continued development of a competitive tele- 
communications industry. " (emphasis added). 

Legislative provisions that require users of existing private S3rstems to pay access 
charges to reflect the availability of exchange access facilities are punitive; many 
private users have made large capitcd investments as the only means of securing 
reliable data transmission faolities. Moreover, with respect to planned facilities, im- 
posing acces£M:harges on entities that do not^utilize-exchcmge Dacilities will be de- 
structive to a growing, competitive telecommunications industry and will have a 
chilling effect on the deployment of new technologies. The legislation would thwart 
efficiency and competitive service offerings by imposing access charges for using in- 
novative systems that b3rpass exchange excess facilities. Such a result would dampen 
technological progress and undermine the goal of fostering competition. 

Based on the foregoing conceptual framework and the underl3dng needs of data 
communications users, ADCU submits that H.R. 3621 should be modified so as not 
to penalize entities that utilize private systems in lieu of exchange facilities. These 
modifications are needed to reflect the fact that private systems are not a substitute 
for the availability of exchange access facilities. Specifically, Section 221(eX3)(BXiii) 
should be amended to provide that users of private systems shall not have to pay a 
charge reflecting the availability" of exchange access facilities. This could be ac- 
complished by the following revision (deleted language is interlined): 

Section 221(eX3XB) 



* Importantly, circuits providing the latter capacity bjrpass the local exchange. 
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"(iii) a charge reflecting the availability of the facilities of the exchange carrier 
for exchange access as an alternative for indirectly interconnecting interexchange 
carriers to the extent such facilities are not used for exchange access by such carri- 
ers and customers, and . . . " 

Furthermore, ADCU believes that the language of proposed Section 221(eX4XA) 
must be clarified to indicate that this section solely applies to commercial entitles 
that b3rpass exchange carrier facilities and does not apply to private systems that do 
not operate on a for-hire basis. As presently drafted, the section requires that any 
entity who for commercial purposes makes available facilities, services or related 
functions for exchange access is subject to an access charge baseid on the availability 
of the exchange carrier's facilities. The appropriate mechanism for implementing 
this clarification would be the inclusion of language in the Conference Report stat- 
ing: 

Section 221(eX4XA) is intended to require those entities providing for-hire private 
facilities that bypass exchange carrier facilities to pay a charge reflecting the avail- 
ability of the exchange carrier's facilities for exchange access as an alternative for 
the private facilities. For the purposes of this legislation, Section 226(eX4XA) shall 
not apply to any private system operated on a non-profit basis that bypasses ex- 
change access facilities." 

B. Cost-based access charges 

ADCU members support the payment of their "fair share" for use of exchange 
access facilities. To meet, however, the statutory objective embodied in proposed Sec- 
tion 221(eXlXB) of achieving ''equitable treatment' for all persons who access local 
exchange facilities, ADCU submits that assignment of exchange access costs should 
be imposed on a cost-causative basis. 

ADCU endorses the principles embodied in Section 221(eX2XB) with respect to re- 
quiring that exchange common carrier access charge tariffs are justified by costs 
and ensuring that parties are not required to pay for any exchange access that is 
not specifically provided by an exchange common carrier. Accordingly, proposed 
Section 221(eX3XA) should be amended to reflect that access charges paid by private 
system users must be cost-based. This could be accomplished by the following revi- 
sion (new language in itcdic): 

''(3XA) Such system shall provide that an exchange common ccu-rier shall submit 
to the Commission a tariff for exchange access available from such carrier for inter- 
exchange carriers or other persons who indirectly interconnect with the facilities of 
such exchange carriers. Each tariff must comply with the requirements of Section 
221(eX2XB) and apply solely to the exchange access lines actually interconnected to 
local exchange facilities. " 

This proposed amendment will ensure that private system users do not pay access 
charges for facilities which do not access the local network. 

Furthermore, in order to promote the concept of cost-based pricing, subscribers of 
dedicated private lines should be exempt from pa3ring access charges because this 
type of service does not utilize exchange access facilities and imposes no cost bur- 
dens on the local public switched network. Private line service offerings provided by 
interexchange carriers consist of transmission channels between or among points as 
specified by the user. As a dedicated, non-switched service, private line channels in- 
volve no marginal costs of usage. Once the private line facility is installed,' the level 
of usage or loading of the channel generates no further costs to the exchange net- 
work. Since rates charged for private line service are already cost-based, exempting 
private line users from paying access charges would provide an efficient rate struc- 
ture and facilitate efficient use of private line transmission plant. ADCU submits 
that clarifying language to this effective should be included in the Conference 
Report. 

UNIVERSAL SERVICE FUND 

Section 5 of H.R. 3621 would amend the Communications Act of 1934 by establish- 
ing a Univers€d Service Fund (Fund) to ensure that continued availability of univer- 
sal telephone service at reasonable and affordable rates. ADCU submits that the 
legislative provisions underlying the establishment and implementation of the Fund 
must be amended in order to carry out the Fund's intended purposes. 

For example, although the Fund is designed to provide relief to many Americans, 
especially the poor, elderly, handicapped, and those living in high-cost urban and 
rural areas, there are no assurances that the truly need^ will derive any direct 
benefit. Importantly, there are no specific provisions or criteria to ensure that the 
contibutions made to the Fund are disbursed to the intended beneficiaries. It should 
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be recognized that if it is nore efficient to direct subsidies to individuals, not ex- 
changes or telephone companies. Without appropriate safeguards, the legislation 
can also produce such anomalous results as wealthy citizens being subsidized rather 
than or along with the truly need. Accordingly, the legislation must be amended to 
establish eligibility criteria for telephone subscribers who are subsidized by the 
Fund. 

ADCU is also fundamentally concerned that because the Fund provides virtually 
automatic compensation to BOCs with non-traffic sensitive facilities in excess of 115 
per centum of the national average, it could have the adverse effect of promoting 
inefficient local exchange service. The absence of effective procedures and criteria 
will remove incentives for provision of high quality exchange service and perpetuate 
inefficiencies by exchange carriers. ADCU therefore believes that specific safeguards 
must be designed to eliminate the potential abuses that can emerge. 

Exchange carriers are not defenseless against the bypass threat. They have the 
capacity to upgrade their network through the addition of readily available new 
technologies and through the integration of new concepts into their systems. Al- 
though exchange carriers have ample technological resources to combat many tjrpes 
of bypass, payments from the Fund may mitigate against the need to upgrade the 
quality of exchange service. 

Furthermore, the threshold percentages used to allow an exchange carrier to re- 
ceive payments from the Fund fail to consider situations where exchange carriers 
provide service to wealthy communities where the cost-of-living is in excess of 115 
per centum of the national average. In such instances, although the exchange carri- 
ers are serving such high cost areas, comparisons with the national average and the 
need for subsidies from the fund are inapropriate. If high cost areas require contri- 
butions from the Fund, this should be done on an exchange by exchange basis, and 
not according to company. ADCU believes that the legislation should be amended to 
account for these situations and to ensure that only intended beneficiaries are subsi- 
dized by the Fund. 

NATIONWIDE AVERAGING 

Section 8 of H.R. 3621 would amend the Communications Act of 1934 by requiring 
that any interexchange tariff in effect July 1, 1983 shall be based on the nationwide 
average of the cost of providing interexchange service. ADCU submits that required 
nationwide averaging would constitute a departure from the cost based pricing 
which competition requires. 

While the threat of b3rpass is generally specific to certain geographic regions and 
not widely diffused, the possibility of network bypass will provide some constraint 
on the level and structure of interexchange carrier switched and private line rates 
in those specific geographic areas. The threat of b3rpass in these areas will create 
pressure for interexchange carriers to deaverage their interexchange rates by route 
or geographic area to minimize the loss of traific induced by averaged rates which 
exceed the costs of alternative point-to-point private systems. Adequate pricing flexi- 
bility will enable interexchange carriers to compete effectively and provide disincen- 
tives for bypass. Section 226, however, would eliminate any pricing flexibility and 
provide incentives for network b3rpass by requiring interexchange rates to remain 
artificially high in certain geographic areas. 

NOTIFICATION REQUIREMENT 

ADCU submits that the notification requirements imposed by proposed Section 
221(eX6XA) are unnecessarily burdensome and should be modified. According to the 
notification requirement, anyone who owns communications equipment which does 
not directly connect with exchange access facilities shall notify the appropriate ex- 
change carriers. Federal Communications Commission, and appropriate state Com- 
missions. Since, as suggested herein, users of private systems that do not operate 
their systems on a for-hire basis should only be required to pay exchange access 
charges based on the exchange facilities that are actually used, such private users 
should be exempt from the notification requirement. 

ADCU appreciates this opportunity to express its views on this important legisla- 
tion and stands prepared to offer any further information or assistance to the Com- 
mittee. 
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Statement op Eugene F. Murphy, Chairman, RCA Communications, Inc. 

The RCA Communications operating companies provide many specialized services 
to the public including domestic satellite, highnspeed data and telex services. These 
companies have established and operate special communications networks that, for 
the most part, are not interconnected to the Nation's public telephone network. 
They pay separate charges directly to local telephone companies for transmission 
facilities which connect customers to their networks. 

RCA Communications agrees with the objective of universal telephone service at 
affordable prices. Legislation to promote this goal should be based on equitable prin- 
ciples, however, that protect the interests of all telecommunications users and con- 
tinue to confine subsidies within the telephone industry. Communications compa- 
nies outside the subsidy system that already pay local telephone companies separate 
rates for dedicated lines to reach their customers and that do not interconnect with 
telephone users should not be required to subsidize the long-distance telephone in- 
dustry. 

INTRODUCTION AND SUMMARY 

RCA Communications, Inc. is a wholly-owned subsidiary of RCA Corporation. It 
exercises overall management responsibility for the operating companies in the 
RCA communications group — RCA Global Communications, Inc., which provides a 
full range of international record communications services as well as domestic telex 
service and private line services; RCA American Communications, Inc., which pro- 
vides domestic satellite services; RCA Cylix Communications Network, Inc., which 
provides domestic high-speed packet-switching services; and RCA Network Services, 
Inc., which currently manages RCA's corporate telephone system and is engaged in 
developing new domestic services. 

The principal offerings of these operating companies are provided over RCA-de- 
signed and operated communications networks that utilize facilities leased from 
local telephone companies but do not interconnect with the nation's public tele- 
phone network. For example, telex customers are linked to RCA Globcom's telex 
network by dedicated local loops leased by RCA Globcom from local telephone com- 
panies. RCA Globcom and Americom lease private lines from local telephone compa- 
nies to provide point-to-point voice and data services. Cable television networks are 
linked to RAC Americom's satellite facilities by dedicated wideband facilities. Data 
customers are linked to RCA Cylix's high-speed' packet-switching network by over 
70,000 miles of leased transmission lines. In all, our operating communications com- 
panies paid approximaely $31.4 million to the Bell System for these transmission 
facilities in 1982. 

RCA Communications does not dispute the principle that everyone in the United 
States should be allowed to obtain basic telephone service at an affordable price. 
This objective has been accomplished in the past by requiring long-distance tele- 
phone companies to subsidize local rates; regulating the rates, profits, investments 
and depreciation expenses of local telephone companies; improving technology and 
management efficiency; federal assistance programs administered by the Rural Elec- 
trification Administration; revenue contributions from Yellow Pages; and requiring 
that telephone companies charge cost-justified rates for facilities leased to providers 
of other services. The universal service goal may also be served by lifeline telephone 
service for the poor and handicapped, or by earmarking a portion of the federal tele- 
phone excise tax to support local telephone rates at reasonable levels. 

These mechanisms permit local telephone rates to be kept at reasonable levels 
without forcing legislators to burden individuals and firms outside the telephone in- 
dustry with subsidy payments. There is no reason to require that regulators or legis- 
lators jettison these mechanisms in the face of change. Nor is there any justification 
for burdening firms outside the telephone industry with the cost of facilities they do 
not use. 

Accordingly, we strongly urge that any legislation adopted by the Committee 
treat all users fairly. Legislation should not require users of special communications 
networks that do not interconnect with telephone subscribers and whose business 
successes do not depend upon universal telephone service to subsidize the long-dis- 
tance telephone industry by paying an access "surcharge". Cross-subsidies are inap- 
propriate in view of the fact that our communications operating companies are al- 
ready paying local telephone companies separate rates for local loops. In the current 
marketplace environment, the adverse consequences of establishing a cross-subsidy 
program also militates against requiring operators of special communications net- 
works to pay telephone companies twice for local connecting facilities. 
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In particular, telex services provided by companies such as RCA Globcom and 
highnspeed data services such as provided by RCA Cylix and RCA Americom should 
be excluded from any surcharge to support universal telephone service. 

As Chairman Dingell stated in introducing H.R. 3621, the entire premise of the 
surcharge is to "insure that all who benefit from the availability of universal tele- 
phone service pay for it." Neither RCA Globcom nor RCA Cylix, each with their 
specialized data service, benefits from the availability of the universcd telephone 
service. Nor, in many cases, does RCA Americom when it provides cable television, 
point-to-point voice, and data transmission services. 

THE TELECOMMUNICATIONS BfARKETPLACE 

Telecommunications companies are improving services available to the public, 
new companies are entering the marketplace and the costs of existing services are 
being lowered in response to technological improvements and increased competition. 

Recent regulatory and judicial actions have attempted to promote these market- 
place trends. The FCC has acted in the Competitive Carrier Rulemaking and Com- 
puter n Inquiry to reduce the regulation of non-dominant common ccu-riers and re- 
sellers of terrestrial facilities and to eliminate title II regulation of enhanced com- 
munications services and customer premises equipment. The FCC has also adopted 
in its MTS/WATS Market Structure proceeding a plan requiring local telephone 
companies to recover costs allocated to interstate services through cost-based rates 
chainged to interexchange cfuriers and telephone subscribers. In addition. Judge 
Greene has approved the divestiture of 22 Bell Operating Companies by AT&T and 
required that the BOCs offer non-discriminatory access to their local exchange facil- 
ities under cost-justified tariffs. 

These pro-competitive developments are significantly changing the telecommuni- 
cations marketplace. However, gauging their effect on telecommunications provid- 
ers, users and particularly telephone subscribers must await further development. 
The Congress should not rush to fashion a remedy until it can be determined what 
problems exist in providing universal telephone serivce at affordable rates. 

This uncertainty, inevitable in such a period of tremendous change, will not be 
resolved until: (1) local telephone companies file exchange access tariffs with the 
FCC covering interstate services and tariffs with state PUCs covering intrastate 
services; (2) the FCC and state PUCs complete their review of these tariffs; (3) AT&T 
Long Lines and other interexchange carriers have an opportunity to review the tar- 
iffs filed by local telephone companies and prepare complementary tariffs for their 
services; and (4) Judge Greene's July 8 order — which reserves the Bell name to the 
BOCs, provides assurances that the costs of equal access will be borne bv interex- 
change carriers and allows the BOCs preferential treatment in the intra-LATA toll 
market — is reflected in the BOCs' forecasted revenue requirements. 

As these developments are being assessed, the FCC and state PUCs retain author- 
ity to regulate telephone rates. 'The FCC can postpone the implementation of its 
access charge decision and, after tariffs are filed, can suspend these tariffs for 5 
months and investigate them. The FCC has also decided to create a Universcd Serv- 
ice Fund to protect against local telephone rate increases during a transition period 
and has proposed a plan to monitor the effect of its access charge decision on uni- 
versal telephone service. At the state level, PUCs have comparable power to defer 
the effectiveness of tariffs filed for intrastate service offerings. Furthermore, these 
regulatory agencies have authority to reject any proposed rate increase which is 
based on excessive allowances for depreciation, includes an unreasonably high rate 
of return on regualted service offerings or fails to account for the substantial reve- 
nue from Yellow Pages advertising. 

Accordingly, there are substantial safeguards that regulators may still use to pre- 
serve universal telephone service. The Congress should afford these mechanisms a 
chance to work and then act only if it becomes clear that they are incapable of pro- 
tecting the public interest in universal telephone service. 

SPECIAL COMMUNICATIONS NETWORKS 

If the Congress nevertheless choses to enact legislation, it is critical that the inter- 
ests of all telecommunications users be protected. These users include, in addition to 
telephone subscribers, individuals and firms who depend on specialized communica- 
tions networks for many services such as telex, point-to-point voice, cable television 
pr^amming and high-speed data. 

llie RCA operating communciations compcmies serve such non-telephone user 
groups. For example, RCA Americom transmits cable television programming by 
satellite to more than 6,500 receive-only earth stations throughout the country. 
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which serve approximately 30 million of the Nation's households. RCA Cylix pro- 
vides a dedicate high-speed packet-switching service nationwide among 100 user lo- 
cations over point-to-point and multipoint leased telephone company facilities and 
satellite data links. RCA Globcom provides telex service to approximatley 9,000 cus- 
tomers concentrated in major metropolitan areas, who primarily depend on the 
service to meet their domestic and overseas communications requirements. 

The communications networks that our operating companies have established to 
provide these services to the public are different from the networks of many others 
telecommuntications providers in important respects. Unlike many independent 
long-distance carriers, which simply pick up and drop off traffic at the door of local 
telephone companies, the RCA operating communications companies already pay 
local telephone companies separate charge dedicated local transmission facilities 
terminating at customer premises. These facilities connect customers directly to the 
special communications networks of our operating companies. Moreover, our pri- 
mary service offerings are not interconnected to telephone switching systems and 
cannot be transmitted to telephone subscribers. More specifically: 

1. RCA 's networks are not interconnected to the switched public telephone system. 
Cable television programming, point-to-point voice, high-speed packet switching and 
most telex calls are not transmitted over the switched public telephone network. 
These services are transmitted over special communications networks composed of 
dedicated customer access lines leased from local telephone companies, specialized 
central office facilities, transmission lines to earth stations and satellite links. For 
the most part, the users of these networks cannot use these facilities to access local 
telephone company switching systems. Any switching is provided within these spe- 
cial purpose networks by RCA-owned and operated facilities. On account of these 
operating characteristics, the value of our service offerings do not depend upon uni- 
versal telephone service. 

2. RCA *s networks serve unique customer requirements. A msyority of the commu- 
nications services our operating companies provide are non-telephone services that 
are simply incapable of being transmitted over the public telephone network. The 
public telephone network was not designed to provide these services, and the techni- 
cal characteristics of the public switched network are fequently incompatible with 
the transmission requirements of these services. Some of these services require sepa- 
rate facilities capable of broadband transmission, are conditioned to satisfy more 
precise tolerances than voice traffic and are able to perform special switching func- 
tions. It is the inability of local telephone companies to meet the specialized needs of 
our customers that has forced them to look to us for service alternatives not offered 
by telephone companies. 

3. RCA pays separate rates for local facilities. The RCA operating communications 
companies lease transmission facilities from local telephone companies— we do not 
''bvpass'' local facilities. These facilities include private lines that connect a custom- 
er s telex machine to RCA Globcom's central office and facilities linking customers 
to RCA Americom operating centers. Presently these leased facilities are provided 
under tariffs on file with the FCC that are separate from tariffs covering switched 
telephone service, include no telephone company switching and do not provide any 
subsidy for residential telephone rates. The charges for these facilities, which were 
established by negotiation between AT&T and the other common carriers in CC 
Docket No. 20099 (52 FCC 2d 727), may be increased by AT&T if it chooses to file 
economic cost-support data with the FCC. 

To summarize, customers use the networks of our operating companies to meet 
unique communications requirements that cannot be satisfied by the public tele- 
phone network. Providers of these services have invested substantial amounts of 
capit€d to meet the needs of their customers— not to bypass the public telephone 
network. Furthermore, where our operating companies obtain facilities from local 
telephone companies, they pay separate charges for the facilities. 

THE INTERESTS OP SPECIAL NETWORK USERS 

The proposed legislation requires users of special communications networks to pay 
into a fund that will subsidize high-cost local telephone companies and the local 
telephone rates charged by these companies to residential customers. 

Section 4(cXl) of S. 1660 levies a Universal Service Charge, over and above the 
access charge, on interLATA carriers, providers of interLATA services and private 
systems that connect directly or indirectly to any exchange carrier. Under section 
4(cX2) of the bill, these charges will be paid to exchange carriers to defray their 
costs for basic telephone service exceeding 110 percent of the national average. 
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To a similar effect, section 4(b) of H.R. 3621 requires interexchange carriers that 
interconnect directly with exchange carrier facilities, and interexchange carriers 
and other persons who indirectly interconnect with these facilities, to pay a Univer- 
sal Service Fund surcharge. These surcharges will be disbursed from tne Fund to 
exchange carriers whose costs for customer £iccess lines exceed 115 percent of the 
national average. 

In our judgment, implementing such a proposal in its present form will cause 
enormous public harm. It will place a substantial subsidy burden on a relatively 
small and embryonic segment of the telecommunications market — i.e., innovators 
that operate in a highly competitive market and whose estimated $7 billion rev- 
enues are dwarfed by the $60 billion revenues earned by the local telephone indus- 
try, which has a 100-year monopoly and relatively stable business. Moreover, this 
subsidy will impact telecommunications firms that were not responsible for incur- 
ring telephone subscriber-related costs in the first place, that do not receive any 
benefit from the subsidies paid to local telephone companies, that do not stand to 
gain from universal telephone service, and that will not fall if universal telephone 
service is not provided. Apart from failing to contribute meaningfully to universal 
telephone service, such a burden will have serious adverse consequences. 

The interests of special netwoik users deserve protection. They should not be al- 
lowed to become the innocent victims of a dispute over the precise mechanism by 
which long-distance telephone carriers and local telephone companies pass on to end 
users the costs of the public telephone network. Special network users should not be 
forced to cross-subsidize the long-distance telephone industry for the following rea- 
sons. 

1. Cross-subsidies will harm special network users. Users of special communica- 
tions networks are no different than telephone subscribers, including many individ- 
uals and small businesses throughout the country. Indeed, in virtually all cases spe- 
cial network users are also telephone subscribers. A majority of these users is no 
better situated to pay more for service than people who subscribe only to telephone 
service. 

2. Cross-subsidies may eliminate existing services. The price at which a service is 
available affects demand for the service, in that higher prices slacken demand and 
escalating prices extinguish demand. These principles apply to the non-telephone 
communications markets with greater force than the telephone industry. Telephony 
has enjoyed a 100 year headstart over other means of telecommunications and has 
become an essential utility in the American culture. Accordingly, while specific 
trade-offs will vary with pricing actions in each market, it is a fair conclusion that 
costs cannot be transferred to the specialized communications industry without 
damaging disproportionately the availability of service in the specific teleconmiuni- 
cations market that is ultimately burdened with these costs. More importantly, even 
if such a trade-off is considered, the sheer magnitude of the costs that must be 
transferred in order to provide meaningful relief to telephone subscribers is so large 
that there is a substantial risk of extinguishing demand entirely in the burdened 
market. Such an occurrence is clearly against the public interest because it removes 
from the marketplace services for which a need has been demonstrated. 

3. Cross-subsidies will Jeopardize investment. The telephone industry is huge by 
any standard, especially when compared to non-telephone communications markets. 
The domestic telephone industry is populated with more than 1,400 common carri- 
ers serving over 180,000,000 telephones nationwide. Industry operating plant is 
valued at approximately $130 billion, operating revenue exceeds $63 billion a year 
and x)per£Lting expenses are more than $40 billion. By_ comparison, lessJLhan_IO 
conmion carriers serve approximately 200,000 telex terminal locations, operate plant 
valued at $2.1 billion, receive roughly $1.36 billion in operating revenue and mcur 
operating expenses of about $870 million. The packet-switched data market and 
many other markets served by our special commimications networks are even 
smaller than the telex market. Even in combination, these specialized markets are 
dwarfed by the telephone industry and are too small to bear a significant portion of 
telephone industry costs. Were such costs to be loaded onto special networks, the 
investment in these networks would be affected adversely. 

4. Cross-subsidies will handicap new technology and services. The development of 
new technology and services requires capital expenditures. The decision whether to 
invest capital in a particular project is based on the prospects that the project wiU 
generate sufficient revenue to recover its costs and return a reasonable profit to the 
mvestor. Since the legislation will increase the operating cost of special conmiunica- 
tions networks— which serve as testing grounds for new technologies and services — 
in the future these networks will attract less capital. Restricted capital availability 
will make it more difficult to develop new technology and services within the 
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United States to meet our Nation's future communications needs. The legislation 
therefore handicaps the entrepreneurial activity of telecommunications firms in this 
country when competing with other firms and with foreign corporations, which fre- 
quently receive, rather than pay, governmental subsidies. 

5. Cross-subsidies will promote uneconomical telco investment. The subsidy plan 
under consideration will promote uneconomical investment decisions by local tele- 
phone companies if the Congress legislates that special network users must cross- 
subsidize facilities that serve other users. Local telephone company executives will 
no longer have financial incentives to control these costs, but will instead have in- 
centives to transfer increased costs onto these non-users. Such a cost transfer pro- 
gram would be attractive to telephone company management on two grounds: first, 
it would not impair the already non-existent demand from special network users for 
telephone service; second, it would permit telephone companies to subsidize their 
competitive services. Absent marketplace forces, the only way to assure executives 
make economical investment decisions is to subject them to close regulation. But 
regulation of telephone company investment and profits has been proven in the past 
to be an inadequate substitute for marketplace forces. 

CONCLUSION 

The telephone industry is changing from a monopolistic, highly regulated market 
to a more competitive market. Competition is being promoted by new entrants, FO[!J 
regulatory action and the AT&T divestiture. These changes will affect telephone 
customers, but several pending regulatory matters must be resolved before the 
effect on local telephone rates can be measured. 

The regulatory agencies will continue to regulate telephone rates during this 
transition period. In addition, the FCC has established a Universal Service Fund to 
protect telephone subscribers and intends to monitor the effect of these changes on 
universal telephone service. Thus, the need for legislation now is questionable. 

If the Committee does consider legislation, it should protect the interests of indi- 
viduals and firms who use special communications networks. These users obtain 
non-telephone type services over specially constructed networks that, while consti- 
tuted of telephone company facilities, do not interconnect with telephone subscrib- 
ers. They are not an appropriate source of revenue for a telephone subsidy fund be- 
cause they are a fraction of the size of the telephone market, have communications 
needs that cannot be served by the public telephone network and already pay sepa- 
rate charges for local facilities leased from telephone companies. 

Under these circumstances, we strongly urge that the Committee not require spe- 
cial communications network users or providers to assume additional costs of the 
local telephone companies. Since there users already pay separate charges for local 
facilities, they should not have to pay an additional surcharge to subsidize high-cost 
telephone service to persons with whom the users of these specialized networks 
cannot communicate. 



Statement of the Association of American Railroads 

The Association of American lUdlroads ("AAR") is pleased to have this opportuni- 
ty to present its opinions to the Senate Committee on Commerce, Science and 
Transportation and the House Committee on Energy and Commerce on S. 1660 and 
H.R. 3621, entitled the Universal Telephone Service Preservation Act of 1983. As 
explained below, these Bills would have a significant adverse impact on our coun- 
try's railroad operations by imposing unwarranted charges on private communicai- 
tons system that are integral to those operations. To avoid this inequity, the rail- 
roads urge that their communications svstems be exempted from the universal serv- 
ice surcharges and bypass penalties of these Bills, and the penalty in H.R. 3621 
levied against communications systems that "indirectly" interconnect to the tele- 
phone exchange. 

I. background 

AAR is a voluntary unincorporated, nonprofit organization composed of member 
railroad companies which, collectively operate approximately 97 percent of this 
country's trackage. AAR represents its member railroad companies in a wide range 
of concerns common to these companies, including such matters as communications, 
signaling, research, operations, safetv, and federal legislation and regulation. In 
acting on behalf of its membership AAR strives to promote and maintain a safe, 
adequate and efficient railroad service for the public. 
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AAR's concerns over S. 1660, H.R. 3621 and similar pending Bills can be under- 
stood best by presenting a brief sketch of the use of communications systems by rail- 
road companies in support of their quite complex rail transport operations. 

This country's railroads have operated their own private communications systems 
for over 80 years. Often, throughout that period and even today, railroad private 
communications systems have been installed either because telephone companies 
did not desire to provide or could not provide the railroads with type of service re- 
quired for safe and efficient rail operations. 

Today, the railroads operate approximatelv 50 percent of the private microwave 
systems in this country. The total length of the private microwave systems operated 
by the railroads is about 44,000 route miles. This system of microwave communica- 
tions consists, largely, of radio communication paths that extend between inroad 
offices and terminals and, therefore are beyond telephone exchange boundaries. In 
addition, the private microwave systems used in support of rail yani activity consist 
of short radio links use for such purpose as coordinating the movement of rail cars 
in and around terminals. 

The railroads also operate wireline communication systems extending into termi- 
nals and along trackage right-of-ways. The railroadws utilize wireline communica- 
tions to such a great extent in support of rail operations that many of the individual 
railroad wireline system are larger than many rural telephone companies. At this 
time, it is impossible to determine with any reasonable or reliable precision how 
many miles of wireline circuitry is operated by this nation's railroads. However, the 
use of wireline circuits by the Southern Pacific Railroad provides a good example of 
the reliance of our nation's railroads on private wireline communications systems. 
The average Southern Pacific switching yard is laced with about 100 miles of cable. 
This cable is not interconnected to a telephone company exchange and it generally 
is not available from telephone companies. It can transport high capacity digital in- 
formation used for such operational purposes as car location. Additionally, Southern 
Pacific has about 3,500 miles of pole-strung wire used for operational communica- 
tions. This wire gradually is being replaced with microwave cable. 

Virtually all railroads use interconnected mobile radio systems in the operation of 
their trains, yards, terminals, and on their rights-of-way. Mobile radio is used exten- 
sively for such safety related functions as monitoring train safety indicators, and 
controlling train speed and train braking. 

The private commucations systems operated by the railroads perform functions 
vital to the safety and success of rail operations. In fact, communications is to the 
railroad industry what the nervous system is to the human body — a support system 
necessary to the smooth functioning of the whole system. In many respects, the rail- 
road communications systems stand in place of the flagman, who once controlled 
the movement of rail cars to ensure safety and efficiency. Examples of the use of 
railroad private communications systems include. 

(a) the transmission of coded signals for use with various types of train control 
systems, including signalling devices; 

(b) the transmission of information concerning the temperature of the journal 
bearings (hot box detectors) and indications of dragging equipment; 

(c) radio control links connecting dispatchers with train radio systems; 

(d) Private line dispatcher systems; 

(e) various t3rpes of public address and annunciator systems; 

(f) emergency voice communications hot lines; 

(g) the transmission of data concerning and for control of car movements; and 
(n) various types of data collection and distribution systems. 

When one considers the complexity of a rail yard, the vast distances that rail cars 
may travel, and the fact that it takes two or more different rail companies to hand 
the majority of rail shipments from origin to destination, it becomes readily appar- 
ent that the railroads, to a much greater degree than any other transportation 
system, must have immediately av£ulable, reliable and redundant communications 
systems to promote efficiency and safety. "To state that rail operations involve poten- 
tial dangers is an understatement. The cost to society of the infrequent rail disas- 
ters requires no elaboration. The railroad industry's private communications system 
is just as essential to minimizing the potential for rail accidents as sound roadbeds 
and well maintained rolling stock. 

Notably, the location of railroad private communications systems and the capa- 
bilities required of these systems are such that the railroads often cannot consider 
utilizing the facilities of telephone companies as a substitute for private communica- 
tions systems. Much of the railroad private communication system mileage is locat- 
ed in rural areas and along rural trackage paths that are unserved or not adequate- 
ly served by telephone companies. Even if substitute telephone company service 
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were available along those paths, telephone companies largely are unable to offer a 
quality of service, redundancy and a rapidity of service restoration required of rail- 
road communications systems in order to efficiently and safely manage car move- 
ments. For example, even a quite brief loss of a railroad communication path can 
bring railroad terminal operations to a halt and endanger lives and property. The 
need of the railroads for their private communications systems can be illustrated by 
the costs railroads incur in instalUing their communications systems. While the Bell 
System microwave bears an equipment installation cost of about $12 per channel 
mile, the railroads spend about $21.50 per channel mile to install their communica- 
tions equipment. Yet, in the opinion of the railroads, the burden of the dispropor- 
tionate investment is justified by the need to ensure safety, efficiency and reliability 
in railroad operations. 

Congress has recognized the vital importance and complexity of maintaining safe 
railroad operations. Title 45 of the United States Code contains no less than 40 sec- 
tions dealing with rail safety that stand as testaments to the great complexity in- 
volved in safely conducting railroad operations. Moreover, Section 303(k) of the 
Communications Act of 1934 vests the FCC with power to exempt certain railroad 
radio stations from its regulations. 47 U.S.C. § 303(k) (1976). 

Again, Congress has recognized the need to promote efficient railroad operations 
in the Staggers Rail Act of 1980, 94 STAT. 1896. Section 2 of that law finds that 
railroads, historically, have been an "essential factor in the national transportation 
system," but that the earnings of the railroads "are the lowest of any transportation 
mode and are insufficient to generate funds for necessary capital improvements." 
Section 2 continues by finding that by 1985 the capital shortfall of the railroad in- 
dustry will be between 16 and 20 billion dollars, resulting "in either further dete- 
rioriation of the rail system or the necessity for additional Federal subsidy." On the 
basis of these findings. Section 3 of the Staggers Act seeks to rehabilitate the rail 
system and assist it in obtaining needed financing "so as to preserve a safe, ade- 
quate, economical, efficient, and financially stable rail system. ..." 

With this background in mind, AAR submits that Congress would be remiss to 
enact any law that disrupts, prohibits, or places costs not based on service actually 
received on railroad private communications systems. S. 1660 and H.R. 3621, howev- 
er, would so affect the private microwave systems so essential to the safety and effi- 
ciency of rail operations. 

II. DISCUSSION 

S. 1660 would establish a scheme of telephone exchange access charges that would 
(1) compensate the exchange telephone company for the cost of providing exchange 
access. Section 221(e); (2) assess against common carriers and private communica- 
tions systems that utilize exchange facilities a surcharge to subsidize unprofitable 
exchange telephone companies. Section 201(cXl); and (3) prohibit, in effect, the oper- 
ation of communications systems that "b3rpass" the local exchange through the 
sanction of a $100,000 fine, Seciton 410(e). 

H.R. 3621 would establish a scheme of telephone exchange access chaises that 
would (1) compensate the exchange telephone company for the cost of providing ex- 
change access. Section 221(3X2XA) and (3XA); (2) assess a penalty pa3rment against 
communications systems that interconnect with the telephone exchange at a non- 
toll switching office. Section 221(eXA); (3) assess a penalty pa3rment against the "in- 
terexchange carrier or other person" who "for commercial purposes" provides 
access to an exchange area without interconnecting with the telephone exchange 
carrier's facilities. Section 221(eX4XA); and (4) assess a surcharge against those who 
interconnect to the telephone exchange to subsidize unprofitable telephone ex- 
change carriers. Section 221(eX2XC) and (3XBXiv). 

In the opinion of AAR, the above-summarized legislative proposals would unduly 
harm established railroad private communication systems that are so vital to safe 
and efficient railway operations. 

First, S. 1660 would force interconnected railroad private communication systems 
to pay a "universal service charge," in addition to a cost-based service charge, to 
subsidize unprofitable local telephone exchange carriers. Under H.R. 3621, railroad 
private communications systems interconnected to telephone exchange systems 
would pay a "surcharge" for the "Universal Service Fund," assuming that interex- 
change private communications systems are encompassed with the term "interex- 
change carrier." Presumably, the subsidy funds created by those surcharges would 
be used to ensure the continued, universal availability of basic, switched voice com- 
munications in the telephone exchange. In the opinion of AAR, the costs of these 
subsidies should be borne by those whose communications systems employ exchange 
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access and in proportion to their relative amount of exchange use. Further, AAR 
believes that the costs of such subsidies should not be borne by communications sys- 
tems that employ exchange access for purposes other than switched voice communi- 
cation with points in the accessed exchange. Moreover, AAR believes that it is un- 
economic and inequitable to now call upon those who do not provide an MTS/WATS 
equivalent service to contribute to a subsidy used to defray the cost of MTS/WATS 
equivalent service exchange access, when they have not been needed to do so in the 
past to ensure universal telephone service. 

In this connection. Section 2(bX2) of the H.R. 3621 states that one purpose of the 
Bill is: "to assure that the costs of maintaining such availability of services are equi- 
tably allocated among all users and providers of communication services who bene- 
fit from the availability of such services. . . ." (emphasis supplied). 

An subsection (b) of that Section addresses ''telephone service,'' it is assumed that 
the "services" referred to in the above-quoted subsection of Section 2 are the basic, 
switched voice local and long distance services equivalent to MTS/WATS. Similarly, 
Section 2 of S. 1660 gives as one of its purposes: "assuring that all providers of tele- 
communications services bear an equitable share of the costs of providing universal 
basic telephone service." (emphasis supplied). 

To require private telecommunications systems — which are not substitutes for 
MTS/WATS and whose functions could not be adequately replaced with MTS/ 
WATS — to bear the costs attributable to basic switched telephone service is any- 
thing but assuring that the costs of basic telephone service are "equitably allo- 
cated," or, to use the terminology of S. 1660, this requirement is hardly "equitable." 
These Bills, thus, are at variance with their fundamental purposes to the extent 
that private telecommunications systems not interchangeable with MTS/WATS serv- 
ice equivalents are forced to subsidize basic telephone service. The F(X has recog- 
nized the equitable principle that only those involved in MTS/WATS equivcdent ac- 
tivity should be forced to subsidize this type of activity. In both its Memorandum 
Opinion and Order on reconsideration and its Third Report and Order in CC Docket 
No. 78-72, the Commission determined that it is inappropriate for private line users 
to pay a surcharge to subsidize the offering of basic telephone service, unless the 
private line is used as an alternative to MTS/WATS service. FCC News Release, 
Mimeo 5594, at 3 (July 27, 1983). It is even more evident that private microwave and 
wireline should not be compelled to contribute to the support of MTS/WATS 
activity. 

Many railroad private communications systems interconnect to telephone ex- 
changes for various purposes in support of rail operations. Many of these "private 
lines" are utilized merely to access discrete, preselected points in a telephone ex- 
change, and many of these "private lines" are used to carry data essential for safe 
and efficient rail operations. Under S. 1660 and H.R. 3621, these interconnected sys- 
tems would pay a surcharge to subsidize basic telephone service, even though they 
employ exchange access for a wholly unrelated type of communication. Railroad pri- 
vate communication systems basically are operational communications systems used 
in support of mobile transport activity. So understood, railroad private communica- 
tions systems are nothing like MTS/WATS or basic telephone service, and certainly 
should not be burdened with the costs of maintaining basic telephone service. 

Moreover, placing a basic telephone service subsidy surcharge on interconnected 
railroad private communications systems is an act of interservice cross-subsidization 
flowing from the generally unprofitable railroads to unprofitable exchange tele- 
phone companies. That would not be an economically rational requirement, or a 
very prudent financial choice, and would be at cross-purposes with the Staggers Act 
which found the railroads in desperate financial condition and whose purpose was to 
assist the railroads and bring their earnings to an adequate revenue level. See Sec- 
tion 3, P.L. 96-448. Notably, the Interstate Commerce Commission, in a recent de- 
termination, found that not a single railroad was earning adequate revenues. Any 
subsidy should derive from a source capable of paying the subsidy. One such source, 
as Congress has recognized, is not our country's railroads. 

AAR is unable to determine from either S. 1660 or H.R. 3621 just how much addi- 
tional cost the surcharges these Bills would create would place on railroad commu- 
nications systems. These Bills are too vague in regard to computing the amount of 
the surcharge for AAR to develop a reasonably reliable cost to its member railroads. 
Nevertheless, AAR can state with assurance that this cost will be great and detri- 
mentfd to the maintenance of safe, efficient railroad operations competitive with 
other modes of transportation. The costs associated with the concerned surcharge 
must be passed along to the shipper, where the market will permit, without increas- 
ing the value of the transportation service offered. 
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Accordingly, AAR suggests the amendment of S. 1660 and H.R. 3621 by adding 
the following sentence to the end of subsection (cXD of Section 201 of S. 1660 and to 
the end of subsection (a) of Section 225 of H.R. 3621: 

"No such surcharge shall be charged for exchange access for any private commu- 
nications system used by a railroad company, or group of railroad companies, for 
the support of rail operations." 

Second, AAR objects to the exchange ''b3rpass'' penalties that these Bills would 
assess against railroad private communications systems. Section 410(e) of S. 1660 
would go so far as to outlaw bypass systems through $100,000 fines. Section 
221(eX4XA) of H.R. 3621 would assess an undetermined ''bypass" penalty against 
railroad private communications sjrstems that do not interconnect to an available 
exchange telephone system. That penalty applies to "other persons," which presum- 
ably includes railroads, who make "available . . . [communications systems] ... for 
exchange access." Possibly, private railroad communicaiton systems would be re- 
garded as made vailable to railroads for exchange access. 

In the opinion of AAR, those "bypass" penalties are anticompetitive, incompatible 
with the needs of the railroads for communications capacity, and place monopoly, 
and its inherent inefficiencies, above the legitimate safety and effficiency needs of 
the railroads. 

The concerned "bypass" provisions, in practice, would outlaw many of the rail- 
roads' private communications paths, require the railroads to seek telephone ex- 
change facilities as a substitute, and force the railroads to interconnect communica- 
tions systems having functions that do not require exchange access. The S. 1660 
'1>ypass" provision would force the railroads to abondon, under threat of a heavy 
fine, many communication systems that are specifically designed to support trans- 
portation activity or which must be quickly restored to service upon breakdown, 
even though telephone company service is not an acceptable substitute. H.R. 3621's 
"bypass" provision operates somewhat differently than its S. 1660 counterpart provi- 
sion, but not without ui\justified negative ramifications for railroad private commu- 
nications systems. For example, "exchange access" is defined in Section 3(hh) of the 
Bill as access "for the origination or termination of interexchange communication." 
This definition of exchange access is so broad that a private communications link 
running the 2/10 of a mile distance of the railway bridge adjacent to the 14th Street 
Bridge, because it spands two exchanges, would be an interexchange system, which 
either must access both the available local loop in northern Virginia and the Dis- 
trict of Columbia, or pay to both "bypassed" exchange carriers a speculative charge 
"reflecting the availability of the exchange carrier's facilities." In other words, 
many private communications links would be required to be routed, unnecessarily 
and circuitously, through telephone company switching offices (toll switching offices 
in the case of H.R. 3621, see Section 221(eX2XA)), or pay a penalty. That result 
would be inefficient and counterproductive. 

Section 221(eX4XB) of H.R. 3621, unlike S. 1660, provides raUroad private commu- 
nications systems with a means to avoid this bypass penalty, where "comparable 
facilities, services, or related functions are not available from the exchange carrier 
involved." That escape clause, however, is inadequate, in that it (1) presumes a 
bypass system should be penalized, (2) places the burden of proof on the private 
system owner, and (3) utUizes the standard of comparability, which is extremely 
subjective and will tend to impede efforts to remove non-"bypass" private systems 
from the burden of the penalty. 

AAR does not understand the need to unnecessarily utilize local exchange facili- 
ties. The bypass penalty is injurious to beneficial private communications systems, 
and even worse, encourages the inefficient operation of exchange telephone compa- 
nies by removing private communications systems as an alternative to telephone ex- 
change access that forces the exchange carrier to strive for efficiency in operation 
and maintain low, yet compensatory, rates. Notably, the FCC created the private 
microwave service in its decision styled Above 890 Mc, 27 F.C.C. 359 (1959), because 
of a problem that the bypass penalty would risk recreating. In particular, prior to 
Above 890 Mc, telephone companies often would refuse to offer service if there were 
not adequate facilities already in place to fill the order. 27 F.C.C 2d at 413. Further, 
the sevice provided by common carriers, often, was not what the users wanted, inso- 
far as the users required "better control and flexibility for meeting their own hour- 
by-hour operational and administrative needs." Id. With the "bypass" provisions in 
S. 1660 and H.R. 3621, Congress would only penalize private communications sys- 
tems for doing what telephone companies are unwilling or unable to do as efficient- 
ly as a private communications system. 
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Accordingly, AAR suggests the amendment of Section 221(eX4XA) of H.R 3621 by 
inserting the following phrase between the comma, after the word "purposes'' and 
the word "makes": "except private railroad communications systems,". 

AAR suggests the amendment of Section 410(e) of S. 1660 by inserting the follow- 
ing phrase after the word "manner": "except by means of a private railroad commu- 
nications system,". 

Third, AAR questions whether it is wise to assess a penalty payment against 
those communications systems that employ "indirect" interconnection to the local 
exchange. Section 221(eX3XBXiii) of H.R. 3621 would assess a penalty for "indirectij 
interconnecting"; defined as interconnection to the local loop at facilities not specie 
cally designed for exchange access. See Section 3(ii). Presumably, indirect local loop 
access is interconnection at any switching office, except for a Class 4 (toll) switching 
office. 

In AAR's opinion, that penalty seeks to dictate to the local telephone company 
and communications system owner how to most efficiently utilize local loop facili- 
ties. Its premise is that local loop access through the Class 4 (toll) switching office, 
in all cases, is a more efficient use of the local loop. This premise, in many in- 
stances, is true. MTS/WATS type services need local loop features that are availa- 
ble to these services only if they are interconnected to the local loop at the Class 4 
(toll) office. That premise, however, is not generally true with respect to services 
that are not MTS/WATS type services. For example, a review of cellular mobile 
radio applications filed by telephone companies reveals that these companies, with 
few exceptions, prefer to interconnect their proposed cellular mobile radio systems 
to the local loop on the trunk side of Class 5 (end) switching offices. Private line 
systems, in addition, often can more efficiently utilize the local loop by interconnect- 
ing on the line side of the Class 5 (end) switching office. In short, the concerned 
penalty provision could act, in many cases, to discourage the most efficient and best 
use of the local loop. In the opinion of AAR, the indirect interconnection penally 
places the shoe on the wrong foot. Often, telephone compsmies have denied to enti- 
ties seeking local loop access the most efficient and suitable form of interconnection 
for reasons other than a concern with efficiency. The indirect interconnection penal- 
tv provision wrongly implies that "indirect" local loop access has been forced upon 
the telephone company by the customer and is inemcient. Accordingly, AAR be- 
lieves it would be best to remove this penalty provision from H.R. 3621 or, alterna- 
tively, to amend this provision to require telephone companies to provide intercon- 
nection that gives the customer the services the customer desires. 

III. CONCLUSION 

In summary, AAR requests that the (Committees amend S. 1660 and H,R. 3621 bjr 
exempting railroad communication systems from any surcharge designed to subsi- 
dize unprofitable telephone companies, by exempting railroad private communica- 
tions systems from the "bypass" penalty, and by deleting the provision in H.R, 3621 
for charging a penalty pa3rment against those communications systems that indi- 
rectlv interconnect to the local telephone exchange. 

AAR hopes that these comments prove useful to the efforts of the (Committees to 
craft Bills that reflect a knowledge of and sensitivity to the various subtle problems 
involved in establishing a scheme of exchange access charges. Particularly, AAR 
urges the (Committees to ensure that S. 1660 and H.R. 3621 remain fair to this coim- 
try's railroads and to amend these Bills so that they fairly address the quite unusu- 
al situation of the railroads. 



Statement of Rufus L. Edmisten, Attorney General, State of North Carolina 

As Attorney CJeneral of North Carolina I am charged with the duty of represent- 
ing the public interest of the State's consumers. The importance to the public of tihe 
matters now before you cannot be overstated. The long-standing public policy of uni- 
versal telephone service, first expressed bv Congress nearly mty years ago in tiie 
YQC Act, is in grave danger. Congress is the best single hope that our citizens now 
have to keep affordable service from being washed away by the tide of ever increas- 
ing local rates. 

For the past eighteen months my office has acted on behalf of consumers in many 
forums in an effort to assure preservation of universal service. We have urged the 
United States Department of Justice to recognize the negative impact of the AT&T 
divestiture decision on local rates and to teike on active position consistent with that 
view. We have filed documents in opposition to the access charge in the divestiture 
case. We have filed comments before the FCC in hopes of stopping these unfair 
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access charges from being foisted upon the public. We have intervened in the FCC's 
investigation of the impact of federal actions on local rates and services. Of course, 
we will continue to pursue evepr avenue available to us to protect the public from 
this catastrophe. But my experience over the last year £md a half has led me to be- 
lieve that in the federal courts and the regulatory agencies the course has already 
been set. 

We are at a crises point. Though, we are currently wrestling with these same 
issues before our Utilities Commission, the impact of these federsd decisions is over- 
whelming. Without Congressional action now there is little hope that we can main- 
tain universal telephone service at reasonable rates in this nation. 

Before addressing the issue of long distance access charges directly, I believe some 
comment on related issues is necessary to put our concerns in perspective. Access 
charges cannot be viewed or understood in a vacuum; they must be viewed against 
the backdrop of unprecedented rate req jests nationwide. 

In North Carolina Southern Bell has a pending rate request of one hundred and 
forty four million dollars. If granted, this increase would result in a fifty seven per- 
cent increase in basic residential rates and a thirty eight percent increase in basic 
business rates. The justification given by Southern Bell for these requested in- 
creases are divestiture and the FCC depreciation decision. The public's belief that 
divestiture is a threat to affordable local phone service is a direct result of these and 
similar statements by the phone companies, and not, as AT&T would have this com- 
mittee believe, the result of gross public misperception of what has been going on in 
the communications industry. 

In the face of these monumental rate requests nationwide — which were detailed 
in Representative DingelFs remarks in the Congressional Record dated July 25, 
1983 — consumers are also being asked to finance the local component of long dis- 
tance service through "access charges'\ While these costs on the federal level are 
initially low, the projected increases in the next few years, when coupled with the 
increases being sought at the local level, might well be the death-knell of universal 
service. 

Additionally, the spectre of local by-pass — whether real or imagined — has created 
unbelievable pressure on the state regulators to march in lock-step with the FCC 
and tack an additional "access charge" for intrastate long distance service on the 
local user. The telephone companies have thus sought to assure their financial suc- 
cess by what amounts to a universal telephone tax while seemingly ignoring the 
many revenue generating possibilities that both deregulation and new technology 
offer. 

The questions which the Americcui people are asking of Congress are these: 

1. Should the public policy of the United States continue to be universal, afford- 
able telephone service? 

2. Are we going to allow the financial burden of the telephone communications 
revolution to be saddled on the local user in order to accommodate and benefit 
AT&T and the other long distance carriers? 

3. Are the long-line companies going to be subsidized while lip service is paid to 
free enterprise and competition? 

The answers being given to consumers by the telephone companies and the FCC 
are clear: Local consumers are being forced to absorb monumental rate increases to 
subsidize the local component of long distance service. If this decision is allowed to 
stand, the long-standing public policy of universal service, m£uidated by Congress, 
will be destroyed and replaced by a policy that honors technology at any cost. We 
must recognize that this is a public policy decision which will fundamentally effect 
the way we as Americans live. 

The legislation now pending before Congress clearly demonstrates that we need 
not choose between the public policies of universal service and technological devel- 
opment. Technological development has always been part of the system and will 
continue to be so. In our view those who will most directly benefit from the use of 
these improvements should pay for them. If the interstate access charges are paid to 
the local phone companies by the long distance carriers — as Judge Green himself 
envisioned— the threat to universal service would be lessened, fewer consumers 
would need life-line service, and free enterprise and competition would be better 
served. 

I thank the Committee for this opportunity to address these issues. 
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Lehman Brothers Kuhn Loeb, Inc., 

New York, N.Y., July 25, 1983. 
Hon. Bob Packwood, 

U.S. Senate, Chairman, Committee on Commerce, Science, and Transportation, Wash- 
ington, D.C. 

Dear Senator Packwood: The following brief remarks summarize my position 
with respect to S. 1660. I would ask that these comments be included in the hearing 
record and, should the hearings be extended, that I be permitted to present my 
views in person. 

When I testified before your committee in 1981, I was a strong supporter of the 
need for legislation and of the principles embodied in S. 898. In contrast, I believe 
that S. 1660 represents a precipitous action to overturn the FCC access charge deci- 
sion that is both inappropriate and dangerous. Its passage would reverse a lot of 
hard work done by both Congressional staffs over the past six years; could disrupt 
the AT&T divestiture process; and would be unsettling to both the telecommunica- 
tions industry and the investment community. 

The FCC access charge decision of December 1982 represents a reasoned approach 
to a complicated problem. In particular: 

1. 

1. The reassignment of non-traffic-sensitive costs to the local rate payer is both 
economically sound and necessaiy in an increasingly competitive environment; 

2. The phased-in approach is designed to avoid sudden dislocations in user rates, 
yet to be fully implemented by a time that local network bypass could become a 
serious problem to the local telephone companies; and 

3. The absolute dollar increases in fixed telephone charges are hardly excessive 
when compared with recent increases in other utility rates or when considered in 
light of the historically declining real costs of telephone service. 

As Congress knows full well, the restructuring of any industry is a complicated 
process. The introduction of competition and deregulation into the telecommunica- 
tions industry has already produced a wealth of new products and services. The 
process, which Congress has been studying and supporting, is working, but ccuinot 
be accomplished without some tradeoffs. 

The actions taken by the FCC, in their access charge decision, reflect these trade- 
offs and are guided by the extremely tight time schedule imposed by the AT&T di- 
vestiture. I would fully expect the FCC decisions to be fine tuned in the future to 
reflect changing market conditions and policy objectives set forth by Congress. At 
this point in time, however, I would suggest that Congress accept the YQC access 
charge decision as a balanced approach to a needed industry pricing reform and to 
forbear from imposing a hastily conceived solution of its own. 
Sincerely, 

Winston E. Himsworth, 

First Vice President. 



Lehman Brothers Kuhn Loeb, Inc., 

New York, N Y, July 25, 1983. 
Hon. Timothy E. Wirth, 

Chairman, Subcommittee on Telecommunications, Consumer Protection, and Fi- 
nance, House of Representatives, Raybum House Office Building, Washington, 
D.C 

Dear Congressman Wirth: The following brief remarks summarize my position 
with respect to H.R. 3621. 1 would ask that these comments be included in the hear- 
ing record and, should the hearings be extended, that I be permitted to present my 
views in person. 

As you may remember from the briefing I gave your subcommittee in 1981, 1 am a 
strong supporter of the need for legisaltion to establish policy and to help guide the 
regulators through the maze of tradeoffs implicit in the restructuring of the tele- 
communications industry. In my opinion, however, H.R. 3621 does not reflect a well 
reasoned approach to Congressional policy making. Instead, by overturning the FCC 
access charge decision, H.R. 3621 appears to represent a precipitous action that is 
both inappropriate and dangerous. Its passage would reverse a lot of hard work 
done by both Congressional staffs over the past six years; could disrupt the AT&T 
divestiture process; and would be unsettling to both the telecommunications indus- 
try and the investment community. 

The FCC access charge decision of December 1982 represents a balanced approach 
to a complicated problem. In particular: 
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1. The reassignment of non-traffic-sensitive costs to the local rate payer is both 
economically sound and necessary in an increasingly competitive environment; 

2. The phased-in approach is designed to avoid sudden dislocations in user rates, 
yet to be fully implemented by a time that local network bypass could become a 
serious problem to the local telephone companies; £md 

3. The absolute dollar increases in fixed telephone charges are hardly excessive 
when compared with recent increases in other utility rates or when considered in 
light of the historically declining real costs of telephone service. 

As Congress knows full well, the restructuring of any industry is a complicated 
process. The introduction of competition and deregulation into the telecommunica- 
tions industry has already produced a wealth of new products and services. The 
process, which Congress has been studying and supporting, is working, but cannot 
be accomplished without some tradeoffs. 

The actions taken by the FCC, in their access charge decision, reflect these trade- 
offs and are guided by the extremely tight time schedule imposed by the AT&T di- 
vestiture. I would fully expect the FCC decisions to be fine tuned in the future to 
reflect changing market conditions and policy objectives set forth by Congress. At 
this point in time, however, I would suggest that Congress accept the FCC access 
charge decision as a balanced approach to a needed industry pricing reform, and to 
forbear from imposing a hastily conceived solution of its own. 
Sincerely, 

Winston E. Himsworth, 

First Vice President. 



Paralyzed Veterans of America, 

Washington, D.C. July 28, 1983. 
Hon. Harold Greene, 

U.S. District Court for the District of Columbia, 
Washington, D.C 

Dear Judge Greene: On behalf of the members of Paralyzed Veterans of Amer- 
ica, I respectfully request that you reserve judgment on the proposed transfer of em- 
bedded equipment for disabled individuals until AT&T more clearly and fully ex- 
plains its intentions regarding this equipment. The importance of the availability of 
specialized equipment at reasonable, affordable prices is of great concern to disabled 
citizens. 

On July 15, 1983, AT&T announced its plans to create an unregulated "National 
Special Needs Center" to serve disabled users and to require the Bell operating com- 
panies to transfer installed terminal equipment and inventories to this body. This 
could potentially lead to unregulated price increases for disabled individuals. It was 
the intent of Congress when it passed the "Telecommunications for the Disabled 
Act," Public Law 97-410, that disabled citizens have access to necessary telecommu- 
nications equipment at reasonable costs. It is the intent of P.L. 97-410 that local 
companies continue to offer equipment to disabled individuals on a subsidized basis. 

For many disabled people telecommunications equipment serves as a vital link to 
our larger society. Specialized devices allow severely disabled individuals the oppor- 
tunity to be more self-sufficient and self-supporting, and in certain instances, are 
the necessary link to vital emergency and medical C£u-e. Without subsidized equip- 
ment, many disabled individuals may lose access to essential telephone services. 

Again, on behalf of the members of Paralyzed Veterans of AJnerica and all dis- 
abled citizens who rely upon specialized telecommunications equipment, I request 
that you reserve judgment regarding the proposed transfer. I understand that 
AT&T has agreed to meet with disabled individuals and their representatives 
during the week of August 1 and, hopefully, the results of this meeting will be in- 
cluded in your considerations. 
Sincerely yours, 

Douglas K. Vollmer, 
National Legislative Director. 
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National Association of the Deaf, 

Silver Spring, Md., July 28, 1983, 
Hon. Harold Greene, 

U.S. District Court for the District of Columbia, 
Washington, D.C 

Dear Judge Greene: We are aware that Mr. Scott Rafferty filed a letter with you 
on July 22, 1983, discussing the disposition of embedded special equipment for dis- 
abled persons under the AT&T Consent Decree. Specialized terminal equipment is 
essential to permit disabled persons to communicate. This was recenthr acknowl- 
edged by Congress in the Telecommunications for the Disabled Act of 1982, P.L. 97- 
410. 

The National Association of the Deaf is the largest consumer organization of deaf 
and hearing-impaired people in the United States. I am also writing on behalf of 
two other organizations which are actively involved in issues of deafness and neces- 
sanr services: Telecommunications for the Deaf, Inc. and the American Deafness 
and Rehabilitation Association. 

Special equipment is an integral part of the regulated service provided to disabled 
persons by their local telephone companies. We are concerned that the transfer of 
specialized equipment pursuant to the Consent Decree will create an unworkable 
situation. In comments filed by AT&T in FCC Docket CC83-427, AT&T indicates for 
the first time its plans to de-tariff this equipment. 

AT&T has agreed to discuss this issue with representatives of the disabled com- 
munity and to explain its intentions in a meeting tentatively scheduled for next 
week. We will report to you on the results of this meeting. We therefore respectfully 
request that the Court reserve judgment on the transfer of specialized equipment in 
any order to approve the plan of re-organization. 
Sincerely, 

Albert T. Pimentel, 

Executive Director. 



[Mailgram] 

New Jersey Coalition of Citizens Disabiuties, 

Midland Park, N.J., July 2^, 1983. 
U.S. Senate Subcommittee on Telecommunications, 
Senate Office Building, 
Washington, D.C. 

Gentlemen: We are disturbed to hear that the possiblites for access to phone di- 
rectories, operator informational services, and special adaptive equipment might be 
curtailed or greatly increased in cost to the mind, visually impaired and print 
handicapped disabled communities as a result of the recent judicial settlements re- 
volving about the AT&T divestiture case. 

The alleged proposal by the new local service companies for a new charge for 
printed directories along with a proposed national standard of charging for all infor- 
mational calls places a bling, visually impaired or print handicapped individual in 
the impossible situation of either not being able to afford the local directory, nearby 
geographical phone directories, or leaving the necessity of costly charges for opera- 
tor information calls. 

The deterioration of the operator informational service by local companies is also 
a problem, strict time study standard for information operators have led to short, 
unintelligible and sometimes demeaning answers to questions about phone numbers 
for persons with long names. The new policy of not giving street addresses of public 
agencies or services is also unacceptable. 

Many of the proposals seem designed to encourage this discontinuation of private 
and public telephone services to individuals bellow the poverty line, the msgority of 
disabled individuals who are blind, visually itaapaired, print handicapped or who 
have speech difficulties fall below the poverty level according to the 1980 census 
data. The individual of moderate or middle income is also affected by increase cost 
and decreased acceptability to telephone services. 

We are given to understand that many employees of the former Bell Systems in- 
cluding such groups as "The Pioneers", the CWA Union, lower income consumer 
groups, and groups of disabled individuals are requesting your oversight committee 
to investigate these proposed changes. 

We hope that you will be able to assure the blind, visually handicapped and print 
handicapped communities that we will have access to affordable €md necessary in- 
formation service. 
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We also uge that the new local operating telephone companies not be permitted to 
avoid State public utility open public hearing about these subjects. 

Due to late notice, we were unable to provide 50 copies of this mailgram by 
Monday July 25, but we request that it be read into the public record and transcript 
of your committee hearings. 

Col. David Mayerowitz, 
Middlesex County Commission on the Blind, 

New Brunswick, N.J. 
Steve Janick, 

Midland Park, NJ. 
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